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UNS  Ele ctric, Inc. ("UNS  Ele ctric" or "Compa ny") through unde rs igne d couns e l, he re by

submits  its  Reply Brie f in support of the  re lie f it seeks  in this  docke t.

UNS Ele ctric ha s  propose d ne ce ssa ry a nd innova tive  me a sure s  to a ddre ss  its  s ignifica nt

financia l and ope ra tiona l cha llenges  in providing re liable  and sa fe  e lectric se rvice  to cus tomers  a t

reasonable  ra te s . At the  same  time  it is  facing subs tantia l growth in its  se rvice  a rea , the  Company

a ls o mus t re pla ce  its  e ntire  powe r s upply portfolio a nd re fina nce  a ll of its  long-te rm de bt. As  a

re sult of the se  unique  a nd de ma nding circumsta nce s , the  re lie f sought by UNS Ele ctric is  critica l

for the  Company to be  able  to ma inta in its  financia l integrity, to continue  to have  access  to capita l

on re a s ona ble  te rms  a nd to  a cquire  a  dive rs e  a nd e conomic powe r s upply portfolio . An y

de gra da tion of the  compa ny's  fina ncia l pos ition will re sult in incre a se d cos ts  a nd highe r ra te s  in

the  long run.

1 2 Sta ff and RUCO, unfortuna te ly, recommend denying much of wha t the  Company seeks . In
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doing so, both pa rtie s  a dhe re  to tra ditiona l ra te ma king principle s  without cons ide ring the  unique

circumstances  tha t UNS Electric faces  and the  undisputed evidence  in this  case . Although S ta ff' s

and RUCO's  oppos ition is  often a  summary a sse rtion tha t the  Company has  not me t its  burden of

proof, the  Compa ny ha s , in fa ct, provide d subs ta ntia l a nd undispute d e vide nce  -- a nd more  tha n

me t its  burde n of proof - jus tifying: (1) Cons truction Work in P rogre s s  ("CWIP ") in ra te  ba se , (2)

full re cove ry of its  ope ra ting e xpe nse s , including pa yroll e xpe nse , ince ntive  compe nsa tion, a nd

ra te  ca se  expense , (3) an authorized re turn on equity of 11.80 pe rcent, (4) a  fa ir ra te  of re turn on

Fa ir Va lue  Ra te  Ba se  tha t comports  with Arizona  la w, (5) ma nda tory time -of-use , inve rte d block

ra te  des ign and ra te  consolida tion, (6) a  Purchased Power and Fue l Adjustment Clause  ("PPFAC")

tha t provide s  hill a nd time ly re cove ry of a ll cos ts  a s s ocia te d with procuring fue l a nd purcha s e d

powe r, a nd (7) ne ce s s a ry ra te  ba s e  tre a tme nt a nd ra te  re cla s s ifica tion for the  Bla ck Mounta in

Ge ne ra tion S ta tion ("BMGS ") tha t will a llow the  Compa ny to a cquire  the  a s se t a s  pa rt of its  ne w

power supply portfolio .

Without approva l of its  reques ts  in this  docke t, UNS Electric will have  no choice  but to file

anothe r ra te  ca se  in ve ry short orde r. And it will lose  a  unique  opportunity to acquire  an important

1



1 UNS  Ele ctric  u rge s  the
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ge ne ra tion  a s s e t tha t would  he lp  to  d ive rs ify its  powe r portfo lio .

Commiss ion to grant the  full re lie f UNS Electric reques ts  in this  case .
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UNS Electric's  Initia l Pos t-Hearing Brie f anticipa ted and addressed many of the  a rguments

the  othe r pa rtie s  ra ise d in the ir ope ning brie fs . This  Re ply Brie f focuse s  on ke y is sue s  re la ting to

UNS Electric's  ability to e ffective ly address  the  demands  it faces  in its  se rvice  a rea . For a ll is sues ,

UNS Ele ctric ma inta ins  its  pos ition a s  se t forth in its  Initia l Pos t-He a ring Brie f.

7 1 . UNS ELECTRIC'S REVENUE REQUIREMENT.

8 A. Rate Base Issues.
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The  Compa ny s ta nds  by its  pos ition on a ll ra te  ba s e  is s ue s  dis cus s e d in its  Initia l P os t-

He a ring Brie f. The  e vide nce  s hows  UNS  Ele ctric's  Origina l Cos t Ra te  Ba s e  ("OCRB") to be

$141,036,562 a nd its  Fa ir Va lue  Ra te  Ba se  ("FVRB") to be  $177,847,579. The  Compa ny furthe r

incorpora te s  a ll its  a rgume nts  from its  Initia l P os t-He a ring Brie f a nd will not re pe a t a ll of thos e

a rguments  he re . Ra the r, the  Company will focus  on (l) CWIP , (2) Accumula ted Deprecia tion, and

(3) Accumula ted Defe rred Income Taxes .

1 5 1 . The evidence fully justifies inclusion of CWIP to protect and preserve
UNS Electric's financial integrity.
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In requesting the inclusion of CWIP in rate base, UNS Electric presented compelling and

uncontrover ted evidence about the unique and exceptional financial circumstances that  the

Company is facing. First,  UNS Electric has experienced unprecedented growth in its service

territory requiring the Company to expend millions of dollars to ensure safe and reliable service.

Second,  that  growth does not  pay for  itself,  ra ther  it  creates an annually recuning revenue

deficiency of $4.8 million. Third, the Company has no base load generation and its current full

requirements power contract expires in May 2008, requiring the Company to spend millions of

dollars more to acquire replacement power. And, fourth,  within the next twelve months,  the

Company will have to refinance all of its long-term debt, in the amount of $60 million. These are

extraordinary and unique circumstances that even Staff witness Ralph Smith has acknowledged

27
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ha ve  not occurre d for a  utility in Arizona  be fore ]

Howe ve r, in re sponse , ne ithe r S ta ff nor RUCO take  the se  unprecedented circumstances

into account. Although ne ithe r pa rty re fute s  the  fa cts  unde rlying UNS Electric's  need for CWIP  in

ra te  ba s e , both pa rtie s  continue  to  a rgue  ge ne ra l ra te  ma king principle s  tha t s imply do not

re cognize  the  gra vity of the  s itua tion fa cing UNS  Ele ctric. And though both S ta ff a nd RUCO

a cknowle dge  tha t a llowing CWIP  in ra te  ba se  ma y be  a ppropria te  in ce rta in circumsta nce s , both

continue  to re ly on vague  s tandards  and summarily conclude  tha t UNS Electric has  s imply not me t

the  s tandard. For e xa mple , S ta ff continue s  to a s s e rt tha t UNS  Ele ctric mus t be  in "fina ncia l

dis tre ss" be fore  CWIP  should be  a llowed in ra te  ba se . S ta ff's  unde fined "financia l dis tre ss" is  not

a  s tanda rd tha t has  been or should be  embraced by this  Commiss ion. By wa iting until a  company

is  in fina ncia l dis tre s s , the  da ma ge  a lre a dy will ha ve  be e n done  through highe r cos ts  of ca pita l,

incre a s e d  cos ts  of powe r s upply due  to  ins ufficie nt cre dit s upport a nd pote ntia lly de la ye d

infra s tructure  improve me nts  due  to la ck of a cce s s  to sufficie nt ca pita l. Ra the r, the  Commiss ion

s hould look to ma inta in the  fina ncia l inte grity of the  Compa ny to e ns ure  tha t it will continue  to

ha ve  a cce s s  to ca pita l on re a sona ble  te rms  a nd will a ble  to procure  powe r supply re source s  a t
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reasonable costs.

The  unre futed evidence  in the  record pre sents  compe lling rea son to include  CWIP  in ra te

base. UNS  Ele ctric  witne s s  Mr. Ke nton Gra nt provide d e xte ns ive  e vide nce  a bout how the

Company has  faced, and will face , continued high growth in its  se rvice  te rritory.2 The  Company's

growth in ne t plant investment was 68.6 percent from 2004 to 2006, APS, by contras t, experienced

only 28.9 percent growth over this  same period.3 So, the  Company must ra ise  la rge  sums of money

to fund necessa ry plant growth.4 The  evidence  is  tha t, from 2005 to 2009, the  Company projects

its  ca pita liza tion to grow from $115 million to $212 million.5 Ne t pla nt le a ds  to a dditiona l fixe d

cos ts , a nd growth is  driving ca pita l re quire me nts  fa r in e xce s s  of the  Compa ny's  inte rna l ca s h
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Tr. (R. Smith) a t 1207.
Ex. UNSE-35 (Grant Rebutta l) a t Ex. KCG-10 and KCG-11.
Ex. UNSE-35 (Grant Rebutta l) a t 16.
Ex. UNSE-35 (Grant Rebutta l) a t 16.
Ex. UNSE-34 (Grant Direct) a t 27, Ex. KCG-9.
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flow.6 The  Compa ny's  fina ncia l inte grity e rode s  be ca use  of highe r ca pita l cos ts  a s socia te d with

la rge r ca pita l outla ys . Furthe r, ne t ca s h flow a s  a  pe rce nta ge  of ca pita l e xpe nditure s  wa s  51

percent le ss  than the  industry average .7 Fina lly, Mr. Grant a lso provided evidence  tha t new growth

in the  twelve  months  following the  tes t year caused a  $4.8 million annua l revenue  deficiency.8

The  Company a lso presented unre futed evidence  tha t it must s ignificantly improve  its  cash

flow a nd tha t it ne e ds  CWIP  in ra te  ba se  to me e t tha t ne e d. As  Mr. Gra nt te s tifie d, a nnua l ca sh

flow a fte r capita l expenditures  fe ll from nega tive  $447,000 in 2004 to nega tive  $9,414,000 in 2005

_- a nd is  e xpe cte d to drop pre cipitous ly to ne ga tive  $31,131,000 in 2007.9 The  Compa ny would

ha ve  a  s pe cula tive  gra de  cre dit ra ting if it wa s  ra te d.10 UNS  Ele ctric mus t re fina nce  a ll $60

million of its  long-te rm de bt in Augus t of 2008. And the  Compa ny mus t re pla ce  its  e ntire  powe r

s upply by J une  of 2008. Adding CWIP  in ra te  ba s e  would a dd $2.1 million in a dditiona l a nnua l

re ve nue s .u CWIP  in ra te  ba se  is  ne ce ssa ry for UNS  Ele ctric to pre se rve  its  fina ncia l inte grity by

improving its  ca s h flow a nd e a rnings  a nd to e na ble  the  Compa ny to me e t the  e xtra ordina ry

financia l circumstances  it is  facing.

Although its  discuss ion of CWIP is  minima l, S ta ff makes  seve ra l a sse rtions  tha t ignore  the

record. Firs t, S ta ff gene ra lly a sse rts , a t page  5 of its  Pos t-Hea ring Brie f, tha t CWIP can re sult in a

misma tch, pa rticula rly if the  CWIP  produces  additiona l revenue  re la ted to growth. Howeve r, S ta ff

(and RUCO) fa il to acknowledge  tha t a  la rge  portion of the  CWIP  is  non-revenue  producing, non-

expense  reducing plant - even though S ta ff acknowledged tha t fact on the  record. UNS Electric's

In itia l P o s t-He a rin g  Brie f,  a t p a g e  ll,  lin e s  6  to  1 6 ,  s e ts  fo rth  th e  re co rd  e vid e n ce  th a t

a pproxima te ly $5.6 million of CWIP  a voids  S ta ff"s  a s s e rte d mis ma tch proble m. Additiona lly,

even if the  rema ining $5.2 million of te s t yea r CWIP  prob ects  a re  indeed revenue  producing, the

evidence  is  clea r tha t the  incrementa l revenues  gene ra ted by plant inves tment a re  dwarfed by the

24

25

26

6

7

8

9

27

Ex. UNSE-35 (Grant Rebutta l) a t 13.
Ex. UNSE-35 (Grant Rebutta l) a t Ex. KCG-12, page  2.
Ex. UNSE-35 (Grant Rebutta l) a t Ex. KCG-10, page  2.
Ex. UNSE-34 (Grant Direct) a t 4.

10 Ex. UNSE-34 (Grant Direct) a t 5.
11 Ex. UNSE-34 (Grant Direct) a t 27.
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inc re a s e  in  fixe d cos ts  borne  by UNS  Ele c tric  (i.e . the  a nnua lly re curring  re ve nue  de fic ie ncy of

$4.8 million). If the re  is  a ny "mis ma tch" tha t the  Commis s ion s hould be  conce rne d a bout, it is  the

mis ma tch be twe e n cos ts  a nd re ve nue s  tha t is  occurring ye a r a fte r ye a r a t UNS  Ele ctric  a s  a  re s ult

of growth, a nd not a  mis ma tch tha t is  purporte d to ha ve  occurre d in a  te s t ye a r tha t is  a lre a dy 17

months  old.5

6

7

8 In  fa c t,  with o u t C WIP  in  ra te  b a s e ,  UNS  E le c tric  will c o n tin u e  to
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S e c o n d ,  S ta ff in c o rre c tly in fe rs ,  a t p a g e  5 ,  lin e  2 1  o f its  P o s t-He a rin g  Brie f,  th a t th e

C o m p a n y will re c e iv e  a  re tu rn  o n  it s  C W IP  th ro u g h  Allo wa n c e  fo r  F u n d s  Us e d  Du rin g

Co n s tru c tio n  ("AFUDC").

e xpe rie nce  a  la rge  re ve nue  de fic ie ncy on the  CWIP  ba la nce . As  s hown in Atta chme nt 2  to  UNS

E le c tric 's  In itia l Brie f,  $8 .7  million  ou t o f the  $10 .8  million  in  the  CWIP  ba la nc e  is  a lre a dy in

s e rvice  a nd the  Compa ny is  no longe r a ccruing AFUDC on tha t a mount.

Third, S ta ff a s s e rts , a t pa ge  6 of its  P os t-He a ring Brie f, tha t UNS  Ele ctric  is  vie we d a s  low

ris k by ra tings  a ge ncie s  a nd doe s  not ne e d CWIP  be ca us e  it ca n a ttra ct ca pita l ba s e d on the  cre dit

qua lity of its  pa re nt. Howe ve r, S ta ffs  pos ition  is  fla we d be ca us e  it (i) is  ba s e d  on  a n  out-da te d

ra ting a ge ncy re port is s ue d whe n the re  we re  s till 5 ye a rs  le ft on the  P inna cle  We s t contra ct a nd (ii)

fa ils  to  re cognize  tha t the  UNS  Ele c tric 's  pa re nt compa ny ha s  not is s ue d a ny gua ra nte e  of UNS

Ele c tric 's  obliga tions .12  In  fa c t, a s  s e t forth  in  de ta il a t pa ge s  41  through 44  of its  In itia l Brie f,

UNS  Ele ctric is  de cide dly ris kie r tha n compa ra ble  compa nie s .

Fina lly, the  Commis s ion 's  de c is ions  re ga rding a llowing CWIP  for the  P a lo Ve rde  Nucle a r

Ge n e ra tin g  S ta tio n ,  in  fa c t,  s u p p o rt UNS  E le c tric 's  re q u e s t. In  De c is io n  No .  5 4 2 4 7 ,  th e

Commis s ion conclude d tha t inc luding CWIP  is  not contra ry to  ra tiona l a nd fa ir e conomic  pric ing

p rin c ip le s  a n d  th a t  in c lu d in g  m o d e ra te  a m o u n ts  o f C WIP  h a s  "v irtu a lly n o  e ffe c t  o n  th e

a pportionme nt of ris k be twe e n s ha re holde r a nd  ra te pa ye r."13 Th e  De c is io n  a ls o  n o te d  th a t

including s o-ca lle d s hort-te rm CWIP  in ra te  ba s e  ma y be  re a s ona ble , a nd tha t the  Commis s ion ha d

in pre vious  de cis ions , include d CWIP  la rge ly a s  a  me a ns  of a ddre s s ing critica l ca s h flow proble ms

26

27 12 UNSE-35 (Grant Rebuttal) a t 26-27.
13 Decis ion No. 54247 (November 28, 1984) at 17-18.
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4 The  Commiss ion a llowed $260,000,000 Pa lo Verde  CWIP in ra te  base ,
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for public se rvice  corpora tions  or to pre ve nt ce rta in type s  of e a rnings  a ttrition.14 And in a llowing

Pa lo Ve rde  CWIP  in ra te  ba se , the  Commiss ion s ta ted in Decis ion No. 54202 tha t "it would seem

pos tponing  a  s ma ll incre a s e  toda y in  fa vor o f a n  e ve n  la rge r one  tomorrow will do  [s ome

ra tepayers] little  good."15

in pa rt, to pre se rve AP S ' fina ncia l via bility.16

The  same  ra tiona le  should be  applied he re  based on the  undisputed record. The  Company

fa ce s  difficult a nd unique  cha lle nge s . In a ddition to me e ting the  de ma nds  of high growth, UNS

Electric faces  the  prospect of having to re finance  its  long-te rm debt a s  we ll a s  procuring up to 450

MW ca pa city by J une  of 2008. S ta ff a nd RUCO ignore  the s e  critica l fa cts  whe n s umma rily

dis a llowing CWIP  from ra te  ba s e . Howe ve r, including CWIP  in ra te  ba s e  is  critica l in a llowing

the  Compa ny to  me e t the  ra pid  growth in  its  s e rvice  a re a  while  s upporting  the  Compa ny's

financia l integrity and giving UNS Electric a  rea sonable  opportunity to actua lly ea rn its  authorized

13 rate of return ("RoR").'7

14 2. The evidence supports the Company's accumulated depreciation.

15 e vide nce  in s upport o f its  a ccumula te d

16

Alth o u g h  th e  Co mp a n y p ro vid e d  a mp le

deprecia tion and S ta ff has  not disputed the  Company's  pos ition, RUCO describes  the  Company's

17

18

19

20

21

22

23

a rgume nt a s  "e xte ns ive  rhe toric." In a ddition to the  re cord e vide nce  s upporting the  Compa ny's

a ccumula te d de pre cia tion, the  Compa ny prove d nume rous  e rrors  in RUCO witne s s  Rodne y

Moore 's  a ccumula te d de pre cia tion ca lcula tion. Fo r in s ta nce , Mr. Moore  u s e s  a  mid -ye a r

conve ntion tha t is  not in a ccorda nce  with the  FERC Uniform S ys te m of Accounts  ("Us oA"l.'8

Ins te a d , a  mid-month  conve ntion  is  a  more  a ccura te  conve ntion  to  ca lcula te  a ccumula te d

de pre cia tion. Mr. Moore  a nd RUCO a lso fa ile d to cons ide r s a lva ge  or re mova l cos ts  a s socia te d

with a s se ts  re tire d from se rvice .19 RUCO de pre cia te s  tra nsporta tion e quipme nt us ing the  group

24

25

26

27

14 Decis ion No. 54247 a t 17 (FN 12), 18-19.
15 Decision No. 54204 at 17.
16 Decis ion No. 54204 a t 17.
17 Ne ithe r S ta ff nor RUCO a ddre s s e d pos t-te s t ye a r p la nt or CWIP -re la te d  a dva nce s .  UNS  Ele c tric  s ta nds

by its  Initia l P os t-He a ring Brie f on thos e  is s ue s .
18  Ex.  UNS E-12 (Kis s inge r Re butta l) a t 10 ,  Ex.  UNS E-13 (Kis s inge r Re jo inde r) a t 1 ,  Ex.  UNS E-37.
19 Ex. Uns E-12 (Kis s inge r Re butta l) a t 10 .
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1

2

3

method, when the  unit me thod should have  been used.20 Fina lly, Exhibit UNSE-37 shows tha t Mr.

Moore  use d the  wrong de pre cia tion ra te for ce rta in cla s se s  of tra nsporta tion e quipme nt." The se

funda me nta l e rrors  in Mr. Moore 's  a na lys is  e xpla in the  diffe re nce  be twe e n the  Compa ny a nd

4 RUCO.

5 3. RUCO's proposed adjustments to Accumulated Deferred Income Taxes
("ADIT") ignore the evidence and the Commission's Rules.

6

7

8

9

10

11

12

13

14

15

16

RUCO a rgue s  tha t UNS  Ele ctric mus t follow the  NARUC US OA in de te nnining its  ADIT.

Howe ve r, Commis s ion Rule  A.A.C. R14-2-212.G.2 e xpre s s ly dire cts  e le ctric utilitie s  to  us e

FERC's  US OA, which is de fe rent tha n NARUC's  US OA. In pa rticula r, the re  is  no Account 27 l

unde r FERC's  US OA - which is  the  a ccount tha t RUCO re lie s  on unde r the  NARUC US OA. The

Compa ny is  re quire d to dire ctly cre dit the  re la te d pla nt or CWIP , the re  is  no se pa ra te  a ccount to

de duct from ra te  ba s e ." De cis ion No. 55774 (Octobe r 21, 1987) a ls o a llows  utilitie s  to cre a te  a

defe rred tax asse t and cla im ra te  base  trea tment when us ing the  se lf-pay method, which is  exactly

wha t the  Compa ny did.23 Furthe r, re ga rding ADIT for Adminis tra tive  a nd Ge ne ra l ("A&G"), the

Compa ny is  propos ing a  prospective a djus tme nt to A&G e xpe ns e . But tha t doe s  not a ffe ct the

a mount of ADIT A&G a lre a dy a ccumula te d.24 S ta ff ha s  not dis pute d the  Compa ny's  ADIT

17 which is  not RUCO's  a rgume nt) a nd the

18

(e xce pt to the  e xte nt it re fle cts  CWIP  in ra te  ba s e

Commiss ion should a dopt UNS Ele ctric's  a djus tme nt for ADIT.

19 B. Ope ra ting  Inc ome .

20

21

22

23

24

UNS Electric ma inta ins  its  pos ition on a ll Ope ra ting Income  issues  s ta ted in its  Initia l Pos t-

He a ring Brie f. UNS  Ele ctric's  a djus te d Ope ra ting Income  for the  te s t ye a r is  $8,770,016. The

Compa ny a ddre sse d mos t of its  pos itions  in its  Initia l P os t-He a ring Brie f a nd will not re ite ra te  a ll

of those  pos itions  and a rguments  he re . However, the  Company specifica lly re sponds  to a  few key

is s ue s  re ga rding ope ra ting e xpe ns e s  be low, including: (1) P a yro ll Expe ns e , (2 ) Ince ntive

25

26

27

20 Ex. UNSE-12 (Kissinger Rebuttal) at 10-11.
21 Tr. (Moore) at 860-61, 867_68.
22 Ex. UNSE-13 (Kissinger Rej binder) at 2.
23 Ex. UNSE-12 (Kissinger Rebuttal) at 6-8.
24 Ex. UNSE-12 (Kissinger Rebuttal) at 9.
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1

2

3

4

5

6

7

8

9

10

11

in

12

13

14

1. P a yro ll Exp e n s e .

Compe nsa tion, including the  P e rforma nce  Enha nce me nt P la n, a nd the  S upple me nta l Exe cutive

Retirement Plan (3) Rate  Case  Expense , (4) Call Center Expenses, and (5) Other Expenses.

With re spect to the  de te rmina tion of the  Company's  revenue  requirement, the  Commiss ion

mus t provide  re cove ry for the  Compa ny's  ope ra ting e xpe nse s  a nd ca pita l cos ts . Fe de ra l P owe r

Comm 'n v. Hope  Na tura l Gas  Co., 320 U.S . 591, 603 (1943). Unde r the  Arizona  Cons titution, the

Commiss ion is  required "to a llow a  recove ry for a ll re a sonable  expenses ."Tucson Ele ctric Powe r

Co. v. Arizona  Corp. Comm 'n, 132 Ariz. 240, 245, 645 P .2d 231, 236 (1982). Inde e d, the

Commis s ion  mus t provide  s ufficie nt income  to  pe rmit fu ll re cove ry of "ope ra ting  cos ts "

addition to the  re turn on ra te  base . Sea te s  v. Arizona  Corp. Comm 'n, 118 Ariz. 531, 533-34, 578

P .2d 612, 614-15 (App. 1978). And a  utility's  e xpe ns e s  a re  pre s ume d to be  re a s ona ble  a nd

incurre d in good fa ith. West Ohio Ga s  P ublic Utility Comm'n of Ohio, 294 U.S . 63, 72 (1935).

Once the  utility established a  prima facie  case  for the  reasonableness of its  opera ting expenses -- by

s howing a ctua l incurre nce  -- the n the  burde n s hifts  to othe r pa rtie s  to s how by s ubs ta ntia l a nd

compe te nt e vide nce  tha t the  e xpe nse s  a re  unre a sona ble  by re a son of ine fficie ncy or ba d fa ith.

15 Boise  Wa te r Corp. v. Idaho Public Utilitie s  Comm 'n, 555 P .2d 163 (Idaho 1976).

16

17 The  Compa ny propos e d two a djus tme nts  ba s e d on known a nd me a s ura ble  cha nge s

18 occurring a fte r the  tes t year ended - an approach Staff endorsed in the  UNS Gas ra te  case  (Docket

19 No. G-04204A-06-0463). Firs t, the  Compa ny ma de  a  pa yroll a djus tme nt to incre a se  norma lize d

20 payroll by three  percent e ffective  January 2007, for exis ting employee  leve ls  during the  tes t year.25

21 This  adjus tment re la te s  to then-current employees  providing se rvice  to e xis ting cus tomers  during

22 the  test year.26 Second, the  Company proposed the  same normalized overtime expense  adjustment

method here as Staff endorsed in the UNS Gas rate case.27

S ta ff ha s  no t a ddre s s e d  the  pa yro ll e xpe ns e  a d jus tme nt in  its  in itia l b rie f RUCO

a ppa re ntly dis a gre e s  with the  pa yroll e xpe ns e  a djus tme nt for the  pa y incre a s e  but ha s  not

23

24

25

26

27
25 Ex. UNSE-25 (Dukes Rejoinder) at 11-12.
26 Ex. UNSE-25 (Dukes Rejoinder) at 11, Tr. (Moore) at 901-02.
27 Ex. UNSE-24 (Dukes Rebuttal) at 20.
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1 addressed the  ove rtime  adjus tment. For the  reasons  se t forth in the  UNS Electric's  initia l brie f, the

Company's  payroll expense  adjustment should be  adopted.

2.

2

3

4

5

6

Incentive Compensation and Supplemental Executive Retirement Plan
(GGSERPDB)

7

8

UNS  Ele ctric re que s ts  to re cove r $251,566 of ope ra ting e xpe ns e s  for the  Compa ny's

P e rforma nce  Enha nce me nt P la n ("P EP "), Office r's  Long-Te rm Ince ntive  P rogra m ("LTIP ") a nd

SERP. No  P a rty a rgue d  tha t a ny o f the s e  p rogra ms  le d  to  e mploye e s  o r o ffice rs  be ing

ove rcompe ns a te d . The  e vide nce  is  und is pu te d  tha t the  ove ra ll le ve l o f compe ns a tion  is

reasonable . There fore , the  Commiss ion should not disa llow any portion of these  programs.

a. Performance Enhancement
Incentive Program

P la n  a n d  O ffic e r s  Lo n g -Te r m
9

10

11 The  s ta nda rd  on  whe the r to  a llow re cove ry of the s e  cos ts  is  whe the r the  cos ts  a re

12 prude ntly-incurre d, not who be ne fits  from thos e  cos ts . It could be  a rgue d tha t a ll cos ts  be ne fit

13 both ra te pa ye rs  a nd sha re holde rs . But it would cle a rly be  unla wful to only a llow 50 pe rce nt of a ll

14 ope ra ting expenses  in ra te s . The  Commis s ion s hould not re ly on va gue  "e quity principle s " to

15 jus tify a  s ha ring of prude ntly-incurre d cos ts  for s ome  e xpe ns e  ca te gorie s , but not othe rs . See

16 Citize ns  Utilitie s  Boa rd v. Illinois  Comme rce  Comm 'n, 651 N.E.2d 1089 (Ill. 1995). Ye t, tha t is

17 effective ly wha t S ta ff recommends with regards  to the  PEP, without any evidence  to substantia te  a

18 50/50 sha ring. RUCO's  re comme nda tion  - to  d is a llow a ll P EP  e xpe ns e s

19

20

21

is  e ve n  mo re

egregious.

S ta ff's  pos ition is  pe rple xing give n tha t this  Commiss ion re ce ntly a llowe d Arizona  P ublic

S e rvice  Compa ny ("AP S ") to re cove r a ll ca s h-ba s e d ince ntive  compe ns a tion." UNS  Ele ctric's

P EP  is  s imila r to the  AP S  progra m. The  P EP  cons is ts  of e le me nts  prima rily inte nde d to be ne fit22

23

24

25

26

27

the  customers and puts  a  portion of employees ' tota l compensation a t risk as  a  means to encourage

a nd e nha nce  e a ch e mploye e 's  individua l pe rforma nce ." UNS  Ele ctric s hould be  a llowe d full

recove ry of its  PEP program jus t like  APS.

28 Ex. UNSE-24 (Dukes Rebuttal) at 6-7.
29 Decision No. 69663 (June 28, 2007) at 36-37.
30 Ex. UNSE-24 (Dukes Rebuttal) at 7-8.
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1

2

3

4

5

6

7

8

9

10

More ove r, de s pite  RUCO's  a s s e rtion, a t pa ge  10 of its  Clos ing Brie f, tha t the  te s t-ye a r

incentive  compensa tion was  out of the  ordinary, the  evidence  is  clea r tha t a t-risk compensa tion is  a

norma l a nd re curring e xpe ns e . The only re a s on a  "S pe c ia l Re cognition Awa rd ("S RA")" wa s

a wa rde d in 2005 - ve rs us  P EP  compe ns a tion - wa s  due  to a n unpla nne d outa ge  be yond the

employees ' control.31 All othe r PEP  goa ls  for 2005 were  achieved." The  amount of the  award pe r

the  S RA wa s  le s s  tha n the  P EP  pa yout would ha ve  be e n to e mploye e s . RUCO doe s  not dis pute

tha t incentive  compens a tion in genera l and the  PEP in pa rticula r a re  neces s a ry for UNS Electric to

a ttra ct a nd re ta in qua lity e mploye e s , if ince ntive  compe ns a tion did not e xis t, the  Compa ny mus t

ra ise  base  compensation. PEP cos ts  should be  a llowed in the ir entire ty as  the  Company reques ts .

The  Company's  LTIP  a ls o provides  direct bene fits  to cus tomers  and for the  s ame  reas ons ,

11 full re cove ry of LTIP  expens es  is  jus tified.

12 b. Supplemental Executive Retirement Plan.

13 The  Commis s ion has  a llowed SERP expens e  in pas t cas es  when the  overa ll compens a tion

14

15

16

17

18

19

pa cka ge  to e xe cutive s  is  not found to be  e xce s s ive ." The  s a me  is  true  in this  ca s e . S ERP  is  a

rea s onable  ope ra ting expens e  and s imply a llows  executives  to be  he ld ha rmles s  from the  Inte rna l

Re ve nue  Code  ("IRC") by a llowing e xe cutive s  proportiona lly e quiva le nt re tire me nt be ne fits  to a ll

other employees .34 SERPs  are  offered by 93 percent of genera l indus try companies  and 96 percent

of e ne rgy/utility compa nie s ." The  Compa ny mus t offe r this  progra m a nd s ta y compe titive  in

a ttra cting a nd re ta ining qua lity e xe cutive s , who provide  a  dire ct be ne fit to the  cus tome rs .36 And

20 he re , the  e vide nce  is  undis pute d tha t the  ove ra ll le ve l of S ERP  e xpe ns e  is  re a s ona ble . The

21 Commis s ion s hould adopt its  previous  s tanda rd and a llow SERP expens es  a s  reas onable  and not

22 excess ive .

23

24

25

26

27

31 Ex. UnsE-24 (Dukes Rebuttal) at 29.
32 Ex. UNSE-24 (Dukes Rebuttal) at 29.
33 Decision No. 64172 (October 30, 2001) at 15.
34 Ex. UnsE-24 (Dukes Rebuttal) at 14-15.
35 Ex. UnsE-25 (Dukes Rejoinder) at 9.
36 Tr. (Moore) at 896.
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1 3. Rate Case Expense.

2

3

4

5

UNS Electric reques ts  $600,000 in ra te  case  expenses  -- to be  amortized ove r three  yea rs .

This  is  only a  portion of wha t UNS  Ele ctric will incur in litiga ting this  ra te  ca se .37 Howe ve r, both

S ta ff a nd RUCO a rgue  tha t $600,000 is  unre a s ona ble  ba s e d s ole ly on the  ra te  ca s e  e xpe ns e

a wa rde d for Southwe s t Ga s  Corpora tion in De cis ion No. 68487 (Fe brua ry 23, 2006). But, a s  se t

6 forth in UNS  Ele ctric's  Initia l Brie f; the re  a re  ma te ria l diffe re nce s  be twe e n S outhwe s t Ga s  a nd

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

UNS  Ele c tric  tha t re nde r the  compa ris on worthle s s . S outhwe s t Ga s  ha s  a ccounting, le ga l,

budge ting a nd othe r de pa rtme nts , UNS  Ele ctric doe s  not.38 Tucs on Ele ctric  P owe r Compa ny

("TEP ") dire ctly a lloca te s  cos ts  to UNS  Ele ctric  for s e rvice  the y a ctua lly us e , S outhwe s t Ga s

cha rges  its  Arizona  ope ra tions  indirectly whe the r thos e  s e rvice s  a re  us ed or not." Southwes t Gas

ha s  inte rna l pe rs onne l cos ts  include d in its  ba s e  ra te s , UNS  Ele ctric  doe s  not.40 Fina lly, UNS

Ele ctric doe s  not ha ve  the  re s ource s  S outhwe s t Ga s  ha s  a nd mus t re ly on outs ide  s e rvice s  from

TEP  a nd othe r ve ndors . RUCO witne s s  Mr. Moore  a dmits  the s e  ke y diflfe re nce s 41, while  S ta ff

s imply fa ils  to acknowledge  them.

More ove r, this  ra te  ca s e  involve d s ignifica nt is s ue s  tha t we re  not a ddre s s e d in the  S WG

ra te  cas e , including the  Black Mounta in Genera ting S ta tion ra te  bas e  trea tment and the  need for a

new PPFAC. The  Company a ls o faced s ubs tantia lly more  dis covery as  a  res ult.

S ta ffs  a nd RUCO's  re lia nce  on a  ra te  ca s e  e xpe ns e  "be nchma rk" de te rmine d in a nothe r

ra te  ca s e  tha t involve d ma te ria lly diffe re nt c ircums ta nce s  is  s imply ina ppropria te . Ra te  ca s e

e xpe ns e  is  a n e xpe ns e  ve ry pa rticula r to individua l utilitie s . Courts  unde rs ta nd tha t ra te  ca s e

e xpe ns e  is  "highly s pe cific  to the  pa rticula r utility a nd pa rticula r ra te  ca s e  in que s tion" City o f

La nca s te r (S e we r Fund) v. P e nns ylva nia  P ublic  Utility Comm'n, 793 A.2d 978, 982-84 (P a .

Cmwlth. 2002). Furthe r, ra te  e xpe ns e  ma y be  influe nce d by fa ctors  s uch a s  whe the r a  utility ha s

an in-hous e  lega l s ta ff; or is  facing extens ive  amounts  of dis covery. Id. As  long as  actua l ra te  cas e

25

26

27

37 Ex. unsE-z4 (Dukes Rebuttal) at 17.
38 Ex. UnsE-24 (Dukes Rebuttal) at 16.
39 Ex. UNSE-24 (Dukes Rebuttal) at 16.
40 Ex. UNSE-24 (Dukes Rebuttal) at 16.
41 Ex. UnsE-39.
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1

2

3

4

5

e xpe ns e s  a re  prude ntly-incurre d, the  Commis s ion mus t a llow re cove ry in  ra te s . Columbus

Telephone  Co. v. Kansas  Corp. Comm 'n, 75 P .3d 257 (Kan. 2003), Butle r Township Wa te r Co. v.

P e nnsylva nia  P ublic Utility Comm 'n, 473 A.2d 219, 221-22 (Pa . Cmwlth. 1984), Ma ine  Wa te r Co.

v. P ublic Utilitie s  Comm 'n, 482 A.2d 443, 453 (Me . 1984). Be ca us e  UNS  Ele ctric's  ra te  ca s e

expenses  a re  prudently incurred, the  Commission must a llow them in ra tes .

6 4. Call Center Expense.

7

8 miscons trued

RUCO a tte mpts  to  cha lle nge  UNS  Ele ctric 's  Ca ll Ce nte r by a s s e rting a  s ingle  -. a nd

s ta tis tic conce rning cus tome r compla ints  s hould be  the  s ole  fa ctor in de ciding

9

1 0

11

1 2

1 3

1 4

1 5

1 6

whe the r ca ll cente r consolida tion was  a  cos t-e fficient measure . In fact, the  previous  sys tem could

not handle  the  ca ll volume tha t UNS Electric faces  as  its  cus tomer base  continues  to grow.42 UNS

Electric needed increa sed s ta ffing and pe rsonne l and expanded facilitie s  rega rdle ss  of whe the r it

cons olida te d the s e  ope ra tions  with TEP .43 UNS  Ele c tric 's  cons o lida tion  o f its  ca ll ce n te r

ope ra tions  with UNS  Ga s  a nd TEP  wa s  s imply the  mos t cos t-e ffe ctive  solution - a nd comporte d

with the  incre a se d e fficie ncy through consolida tion conte mpla te d by the  Commiss ion in De cis ion

No. 66028. S ta ff a lso ha s  not cha lle nge d the  Ca ll Ce nte r Expe nse , a nd the  Commiss ion a llowe d

s imila r Ca ll Ce nte r e xpe ns e s  for UNS  Ga s , The  Commis s ion s hould a llow re cove ry of this

1 7 e xp e n s e .

1 8 5. Other Expenses.

1 9

20

2 1

22

23

24

Although RUCO cha lle nge s  s e ve ra l s ma lle r e xpe ns e s , the  Compa ny s ubs ta ntia te d the

le gitima cy of the s e  e xpe ns e s  through the  te s timony of Thoma s  J . Fe rry, UNS  Ele ctric's Vic e

P re s ide nt a nd Ge ne ra l Ma na ge r. Mr. Fe rry e xpla ine d why the  e xpe ns e s  a t is s ue  we re  dire ctly-

re la te d to providing s e rvice  to cus tome rs .44 In contra s t, RUCO provide s  no de ta il s pe cifica lly

me e ting its  burde n to jus tify dis a llowing s pe cific e xpe ns e s . The re  is  s imply no ba s is  to a dopt

RUCO's  recommended disa llowance  for other expenses .

25

26

27
42 Ex. UNSE-21 (Fen'y Rebuttal) at 4-5 .
43 Ex. UnsE-21 (Fwy Rebuttal) a t 4.
44 EX. UNSE-21 (Ferry Rebuttal) at 6-7.
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1 c. Co s t  o f Ca p ita l

2 1. Th e  Co m p a n y's  p ro p o s e d  Re tu rn  o n  Eq u ity a c c u ra te ly re fle c ts  th e  le ve l
o f r is k fa c e d  b y UNS  Ele c tric .

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

2 1

22

23

UNS  Ele ctric  re que s ts  a  re turn on e quity ("ROE") of 11.80 pe rce nt tha t re fle cts  the  s pe cific

c ircum s ta nce s  of UNS  Ele c tric  a nd its  com m e ns ura te  le ve l of ris k.  S ta ff a nd  RUCO continue  to

re comme nd ROEs  of 10.00 pe rce nt a nd 9.30 pe rce nt re s pe ctive ly. The s e  re comme nda tions  a re  75

a nd  145  ba s is  po in ts  be low the  10 .75% RO E tha t the  Com m is s ion  re ce n tly a wa rde d  to  Arizona

P ublic  S e rv ice  Com pa ny,  a  m uch la rge r inve s tm e nt-gra de  com pa ny with  d ive rs ifie d  ge ne ra tion

re source s .45 The  e vide nce  in this  ca se  is  undispute d tha t AP S  is  le s s  risky tha n UNS  Ele ctric.

Alth o u g h  S ta ff in fe rs  th a t UNS  E le c tric  witn e s s  Mr.  Ke n to n  G ra n t d id  n o t u s e  wid e ly-

a cce p te d  m e thodolog ie s  s uch  a s  Dis coun te d  Ca s h  F low ("DCF ") a nd  the  Ca p ita l As s e t P ric ing

Mo d e l ("C AP M") a s  p a rt  o f h is  d e te rm in a tio n ,4 6  th e  re c o rd  is  c le a r th a t  Mr.  G ra n t  p ro v id e d

e xte ns ive  a na lys is  us ing both DCF a nd CAP M a pproa che s . But Mr. Gra nt's  a na lys is  a ls o re fle c ts

the  a c tua l c ircum s ta nce s  of UNS  Ele c tric ,  s om e thing  tha t ne ithe r S ta ff nor RUCO fa c tore d  in to

the ir a na lys e s .  Looking a t thos e  c ircum s ta nce s ,  it is  c le a r tha t UNS  Ele c tric  is  a  re la tive ly ris ky

inve s tm e nt com pa re d to  AP S  or the  com pa ra ble  com pa nie s  group. None  of the  com pa nie s  in  the

com pa ra ble  com pa ny group fa ce  the  cha lle nge  of ha ving to  re fina nce  a ll of the ir long-te rm  de bt

while  a t the  s a m e  tim e  re pla c ing the ir e ntire  powe r s upply portfo lio .  All of the  d is tribution  u tility

compa nie s  he ld by the  compa ra ble  compa nie s  a re  la rge r in s ize  a nd ma ny ha ve  s ize a ble  ge ne ra tion

a s s e ts .  All o f thos e  c om pa n ie s  ha ve  inve s tm e n t-g ra de  c re d it ra tings .  UNS  E le c tric  fa c e s  h igh

g ro wth  th a t  h a s  a d v e rs e  im p a c ts  o n  its  fin a n c ia l in te g rity,  a m p ly s h o wn  th ro u g h  te s t im o n y,

e xhibits  a nd a na lys is . F ina lly, UNS  Ele ctric  doe s  not provide  a  divide nd pa yme nt.47 As  a  re s ult,  a

60  ba s is -po in t upwa rd  a d jus tm e nt a nd  a n  11 .80  pe rce n t re tu rn  on  e qu ity is  jus tifie d  ba s e d  the

24

25

26

27

45 See  Decision No. 69663 (June  28, 2007) a t 49. (The  Commission approved a  10.75 percent authorized
ROE for AP S .)

46 For instance , S ta ff s ta tes  "UNSE is  requesting a  cost of equity of ll.8%. S ta ff, on the  other hand, re lied
upon thre e  we ll-a cce pte d me thodologie s  in a rriving a t a  ra nge  for cos t of e quity be twe e n 9.5% a nd
l0.5%, with a  mid-point of l0.0%." See  S ta ff' s  Post-Hearing Brie f a t 3.

47 Ex. UNSE-34 (Grant Direct) a t 3-7, Ex. UNSE-35 (Grant Rebutta l) a t 6, 23 .
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4

5

6

7

evidence  concerning the  circumstances facing the  Company.

Although S ta ff points  to Exhibit S -51 a s  e vide nce  s upporting its  propos e d ROE, tha t

e xh ib it me re ly s hows  tre nds  in  a u thorize d  re tu rns  on  e qu ity without e xa min ing  a ny o the r

pa rticula rs  of individua l utilitie s . This  ca s e  is  not s imply a bout tre nds , a s  S ta ff would like  the

Commis s ion to a s s ume .48 In fa ct, ma ny of the  dis tribution compa nie s  we re  a wa rde d ROEs  in

re ce nt ye a rs  e ithe r e qua l to  or a bove  wha t S ta ff a nd RUCO re comme nd he re , de s pite  UNS

Ele ctric's  highe r ris k:

8 10.50 pe rce nt ROE without a  bill

9

Potoma c Ene rgy Powe r Compa ny ("Pe p co")

stabiliza tion adjustment in 2007.49

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

South Carolina  Electric and Gas  Company ("SCE&G") - 12.25 pe rcent ROE be fore

a  flota tion adjustment of positive  20 basis  points  in 2003.50

Nevada Power Company ("NPC") -.- 10.70 percent ROE in 2007.51

Puge t Sound Ene rgy, Inc. ("Puge t") -- 10.40 pe rcent ROE in 2007.52 Puge t se rves

more  tha n 1 million e ne rgy cus tome rs  a nd with dive rs ifie d ge ne ra tion holdings ,

including company-controlled coa l and hydroe lectric re sources .

Arizona  Public Se rvice  Company ("APS") - 10.75 pe rcent ROE in 2007.53

The  Commis s ion mus t look to the  fa cts  a nd e vide nce  pre s e nte d in this  ca s e , including

cons ide ring the  risks  of the  utility when de te rmining an appropria te  re turn. Pennsylvania P owe r &

Light Co. v. Public Se rvice  Comm 'n, 193 A. 427, 435 (Pa .Supe r. 1937). S imply re lying on tre nds

ignores  hard evidence  of the  Company's  particula r circumstances .

Eve n so, Exhibit S -51 indica te s  tha t the  a ve ra ge  ROE a wa rde d in 2006 is  36 ba s is  points

a bove  wha t S ta ff re comme nds  a nd 106 ba s is  points above wha t RUCO re comme nds . And

ironica lly, Exhibit S -51 include s  compa nie s  like  Appa la chia n P owe r Compa ny, P uge t a nd NP C,

24

25

26

27

48 S ee  S ta ff" s  P os t-Hea ring Brief a t 3.
49 2007 WL 2159658 (M<1.p.s .c .) a t 40-41.
50 2003 WL 1818431 (S .C.P .S .C.) a t 35, 55.
51 2007 WL 2171450 (Nev.P .U.C.) a t 11 120.
52 2007 WL 2184670 (Wa s h.U.T.C.) a t 1.
53 Decis ion No. 69663 a t 49.
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1

2

3

4

Firs t,

5

6

who ha ve  CWIP  inc lude d in  the ir re s pe c tive  ra te  ba s e s .54 In  e ffe c t,  E xh ib it S -51  re ve a ls  the

unreas onablenes s  of S ta ff" s  recommended ROE.

S ta ff ha s  a ls o  mis cha ra c te rize d  the  e vide nce  whe n d is cus s ing  re turn  on  e quity.

UniS ource  Ene rgy Corpora tion ("UniS ource  Ene rgy") doe s  not gua ra nte e  de bt for UNS  Ele c tric .

UNS  Ele ctric  ha s  to a s s ure  le nde rs  whe n it is s ue s  de bt, a nd pros pe ctive  le nde rs  will look dire ctly

to  the  fina nc ia ls  of UNS  Ele c tric , a s  Mr. P a rce ll a dmitte d  during  the  he a ring .55  UNS  Ele c tric 's

7 s ize  will be  a  ke y fa c tor to  thos e  le nde rs , a s  will its  non-inve s tme nt gra de  s ta tus . Furthe r, e quity

8 inve s tors  will look to UNS  Ele c tric 's  fina ncia ls  to  the  e xte nt it a ffe c ts  UniS ource  Ene rgy.56 Als o,

9 contra ry to  S ta ff's  a s s e rtion, a t pa ge  21 of its  P os t~He a ring Brie f, Mr. Gra nt did  not ma ke  a  60-

10 ba s is -point a djus tme nt s imply due  to UNS  Ele ctric 's  s ize  or its  non-inve s tme nt gra de  s ta tus . UNS

l l Ele ctric  a ls o doe s  not pa y a  common divide nd.57 Give n the  re ce nt turmoil in the  ca pita l ma rke ts ,

12 the s e  fa c tors  would s upport a n e ve n highe r ris k pre mium. UNS  Ele c tric 's  propos e d ROE s hould

l a be  a dopte d be ca us e  it re a s ona bly re fle cts  the  the  ris k fa ce d by the  Compa ny.

14

15

16

17

18

19

20

2 1

2. The Commission should adopt
structure and cost of debt.

the Company's proposed capital

22

S ta ff a c knowle dge s ,  a t pa ge  17  o f its  P os t-He a ring  Brie f,  tha t the  Compa ny's  c a p ita l

s truc ture  conta ins  48 .85  pe rce nt e quity a s  of J une  30 , 2007. The  Compa ny propos e s  a  ca pita l

s tructure  with 48.85 pe rce nt e quity tha t re fle cts  the  a ctua l ca pita l s tructure  going-forwa rd. The re  is

no a rgume nt tha t cos t of ca pita l is  inhe re ntly forwa rd-looking. The re  is  no re a s on not to  us e  the

Compa ny's  a ctua l ca pita l s tructure  - including 48.85 pe rce nt e quity, 47.18 pe rce nt long-te rm de bt,

a nd 3.97 pe rce nt s hort-te nn de bt.

Th e  Co m p a n y's  p ro p o s e d  c o s t o f lo n g -te rm  d e b t,  8 .2 2  p e rc e n t,  a ls o  in c o rp o ra te s  a n

a me ndme nt to  UNS  E le c tric 's  c re d it a g re e me nt in  2006 .58 It is  u n d is p u te d  th a t th is  is  th e23

24

25

26

27

54 Compare Ex. S -51 a t 4 to 2007 WL 1616129 (Va .S .C.C.) a t 4, 2007 WL 184670 (Was h.U.T.C.) a t 39,
2007 WL 2171450 (Nev.P.C.) at '11303.

55 Tr. (Purcell) at 1137.
56 Tr. (Parcels) at 1131-32, 1135.
so Ex. UNSE-35 (Grant Rebuttal) a t 6.
58 Ex. UNSE-35 (Grant Rebuttal) at 20.
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1 Compa ny's a ctua l cos t of long-te rm debt going forward. Tha t ra te  should the re fore  be  approved in

this case .2

3 D. Fa ir Va lu e .

4 1. Staff's suggestion that RCND is not a good measure of fair value is
meritless.

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

Eve n though S ta ff a ve ra ge s  OCRB with  RCND to  de te rmine  its  FVRB, S ta ff now

s ugge s ts , a t pa ge  23  of its  P os t-He a ring  Brie f; tha t RCND ma y not be  a  good me a s ure  of

de te nnining fa ir va lue . Howe ve r, S ta ff's  pos ition ignore s  the  la w a nd the  e vide nce . Mr. S mith

ins inua te d tha t us ing RCND to  e s ta blis h  UNS  Ele ctric 's  FVRB could  re s ult in  a  s ubs ta ntia l

ove rs ta tement of FVRB.59 But Mr. S mith doe s  not provide  a ny a na lys is  a s  to  the  pa rticula r

circumstances tha t lead Citizens to se ll those  asse ts  a t tha t purchase  price  and what lead to the  sa le

a t tha t price . Furthe r, the  ne ga tive  a cquis ition a djus tme nts  re s ulting for the  a mount UniS ource

Energy pa id for the  asse ts a re  a lready incorpora ted into the  ra te  ba se for both the  gas  and e lectric

a sse ts . Ra te pa ye rs  will continue  to be ne fit from the se  ne ga tive  a cquis ition a djus tme nts . Furthe r

the  Arizona  S upre me  Court indica te d tha t a  purcha s e  price  its e lf is  not the  re le va nt fa ctor a nd

could be  the  product of circumstances  bearing no impact on fa ir va lue :

1 7

1 8

1 9

20

2 1

22

[The ] Commiss ion mus t cons ide r a ll a va ila ble  e vide nce  re la te d to the  fa ir va lue ,
a nd a n inquiry into a  re ce nt purcha se  tra nsa ction might be  of a s s is ta nce , in the
discre tion of the  Commiss ion. But the  reasons  for tha t purchase  price  and not the
a mount its e lf would be  of firs t importa nce  in s he dding light on the  fa ir va lue  of
the  prope rty. Ce rta in fa cts  conce rning the  phys ica l condition of the  prope rtie s  or
wha t is  a ctua lly us e d a nd us e ful, or the  pra ctica l e ffe cts  of pa rticula r bus ine s s
pra ctice s  might thus  be  re ve a le d more  cle a rly. A purcha s e  price  which wa s  the
product of ma ny cons ide ra tions  not re le va nt to fa ir va lue  is , a s  a  dolla r figure ,
obvious ly not in itse lf indica tive  of the  fa ir va lue  of the  prope rtie s  sold.

Ariz. Corp. Comm 'n v. Ariz. Wa te r Compa ny, 85 Ariz. 198, 203-04, 335 P .2d 412, 415 (1959).23

24 There fore , the  Commiss ion should approve  its  traditiona l me thod ave raging OCRB and R C ND to

de te rmine  FVRB, as  the  Pa rtie s  a ll did in this  docke t.25

26

27

59 Ex. s-56 at 9.
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1 2. S ta ffs  ze ro -in ve s to r-s u p p lie d  c a p ita l th e o ry ig n o re s  fa ir  va lu e  a n d
cannot be  approved.

2

3

4

5

6

7

8

9
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1 1

1 2

1 3

1 4

1 5

1 6

Although S ta ff a rgues , a t page  23 of its  Pos t-Hearing Brie f, tha t the  Company's  pos ition on

fa ir va lue  ra te  of re turn is  me ritle s s , ba s ic a rithme tic confirms  tha t S ta ff' s  ne w "inve s tor supplie d

ca pita l the ory" is  e qua l to its  old tra ditiona l me thodology re je cte d by the  Court of Appe a ls  in

Cha pa rra l City Wa te r Compa ny v. Arizona  Corp. Comm 'n. In the  re ma nde d proce e dings , S ta ff

now abandons  its  traditiona l me thodology for the  new theory.60 But even S ta ff witness  Mr. Pa rce ll

a dmits  the  ne w the ory is  e quiva le nt to s imply multiplying OCRB by coc.61 Thus , the  "inve s tor

supplied capita l" theory from Mr. Pa rce ll and Mr. Smith ignore s  fa ir va lue , is  unlawful, and cannot

be  approved by the  Commission.

By wa y of fu rthe r illus tra tion , S ta ff"s  OCRB a s  s ta te d  in  its  fina l s che dule s  e qua ls

$l30,740,050.62 Mu ltip lyin g  th a t fig u re  m u ltip lie d  b y S ta ffs  8 .9 9  p e rc e n t C O C  yie ld s

$11,753,531, a lthough S ta ff's  figure  is  $11,749,701. Us ing S ta ff's  a ctua l ra te  of re turn on FVRB

produce s  a  re quire d ope ra ting income  of $ll,762,085.63 Thus , the  diffe re nce  be twe e n the  two

ope ra ting income  ca lcula tions  is  a pproxima te ly $8,554 to $l2,384, or a bout a  0 .0727252 to

0.1052875 pe rce nt diffe re nce , confirming Mr. P a rce ll's  a dmis s ion tha t the  two formula e  a re

1 7 ma the ma tica lly the  sa me

1 8

e xce pt pe rha ps  for s ome  nomina l rounding diffe re nce . As  a  re s ult,

S ta ff' s  new theory s till e ffective ly ignores  fa ir va lue  and is  prohibited unde r Arizona  law.

1 9 11. UNS  ELECTRIC'S  P ROP OS ED RATE DES IGN IS  REAS ONABLE.

20

21

UNS  Ele ctric continue s  to s upport its  progre s s ive  ra te  de s ign propos a ls  to s upport a nd

e ncoura ge  conse rva tion, including ma nda tory time -of-use  ("TOU") ra te s  a nd the  inclining block

22

23

24

25
63

26

27

60 See Ralph C. Smith and David C. Parcel] Direct Testimonies in Docket No. W-021 l3A-04-0616 (August
30, 2007).

61 Tr. (Parcell) at 1187-88.
62 See Staffs Notice of Filing Final Schedules (October 16, 2007) at Schedule A.

Staff's  Notice of Filing Final Schedules at Schedule A. RUCO proposes a  required operating income
using its method to determine ROR on FVRB that is exactly equal to taking its OCRB and multiplying
that figure by its COC - $11,171,471. See RUCO's Notice of Filing Final Schedules (October 17, 2007)
at Schedule  FINAL RLM-l. RUCO's method also ignores fa ir value and is unlawful. RUCO does not
address this issue in its Closing Brief, except to recommend an 8.67 ROR on its FVRB determination.
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1

2

3

4

5

ra te  s truc ture . The  Compa ny's  ra te  de s ign propos a ls  a re  in  the  be s t in te re s ts  of the  Compa ny's

cus tome rs  be ca us e  the  propos a ls  s upport (1) cons e rva tion e fforts , a nd (2) cos t s a vings  a ttributa ble

to loa d s hifting a nd ca pa city de fe rra l. UNS  Ele ctric  a ddre s s e s  the  a rgume nts  ra is e d by inte rve ning

pa rtie s  re ga rd ing  the  is s ue s  on  whic h  the re  re ma ins  d is a gre e me nt,  withou t wa iving  a ny o f its

pre vious  pos itions .

6 A. Mandatory TOU Rates are for the Long-Term Benefit of Both the Company
and its Customers and are in the Public Interest.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Only S ta ff doe s  no t s upport ma nda tory TOU ra te s  in  th is  ca s e . S ta ff witne s s  Mr. Fra nk

Ra diga n a rgue s  a ga ins t the  imple me nta tion  of ma nda tory TOU ra te s  ba s e d  only upon the  cos t

d iffe re n tia l b e twe e n  TOU a n d  n o n -TOU m e te rs . Bu t S ta ffs  p o s itio n  ig n o re s  th e long-te rm

bene fits of s h ifting  loa d from pe a k time s .64 Furthe r, Mr. D. Be ntle y Erdwurm te s tifie d  tha t UNS

E le c tric  is  a lre a d y m o vin g  to wa rd  s m a rt m e te rin g ,  with  TOU c a p a b ilitie s .  As  th e  C o m p a n y

imple me nts  its  pla n to ins ta ll TOU-ca pa ble , communica tion-ca pa ble  me te rs , the  cos t diffe re ntia l to

which Mr. Ra diga n re fe rs  will dis a ppe a r.65 In a ddition, the  Compa ny's  propos a l ta ke s  into a ccount

tha t pu tting  a ll cus tome rs  on  ma nda tory TOU is  cos tly ove r the  s hort-te rm - due  to  the  me te rs

ne e de d.66 UNS  Ele ctric 's  propos a l is  a  gra dua l ye t s ignifica nt s te p towa rds  moving a ll cus tome rs

to  TOU ra te s . This  is  th rough  ma nda ting  TOU for a ll ne w a nd  moving  re s ide n tia l cus tome rs ,

s ma ll ge ne ra l s e rvice  cus tome rs , la rge  ge ne ra l s e rvice  cus tome rs  with ma ximum de ma nd le s s  tha n

1,000 kw, a s  we ll a s  for a ll la rge  ge ne ra l s e rvice  cus tome rs  with  ma ximum de ma nd e qua l to  or

gre a te r tha n 1,000 kW a nd a ll La rge  Light a nd P owe r cus tome rs .

Furthe r, for TOU ra te s  to  be  tru ly e ffe c tive  in  s ha ving pe a k loa d , a ll cus tome rs  mus t be

a s ke d  to  be a r the ir fa ir s ha re  o f re s pons ib ility a nd  pa y the  a c tua l c os ts  o f powe r the y us e .67

Cus tome rs  mus t notice  the  impa ct of us ing powe r a t pe a k time s  a nd a ct a ccordingly to lowe r the ir

bills .68 Ma nda tory pa rtic ipa tion is  ne e de d to  tru ly a dva nce  cons e rva tion goa ls . The  Compa ny

25

26

27

64 EX. UNSE-18 (Erdwurm Rebutta l) a t 12-13, Tr. (Erdwurm) a t 472-74.
65 Ex UNSE-18 (Erdwurm Rebutta l) a t 12-13.
66 EX. UNSE-17 (Erdwurm Direct) a t 18.
67 Tr. (Erdwurm) at 472-74.
68 Tr. (Erdwurm) at 475 .
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10

a lre a dy ha s  a  TOU e duca tion progra m to e ncoura ge  cus tome rs  to s hift us e .69 RUCO unde rs ta nds

tha t m a nda tory TOU will a llow the  Com pa ny to  "furthe r s ha ve  pe a k loa d, while  a t the  s a m e  tim e

[provide ] a n ince ntive  for cus tome rs  to shift loa d a nd sa ve  mone y."70

F in a lly ,  s u p p o r t  o f m a n d a to ry  TO U ra te s  wo u ld  b e  c o n s is te n t  with  a n  a p p ro a c h  o f

de ve loping  cons e rva tion ,  de m a nd-s ide  m a na ge m e nt a nd  re ne wa ble s  is s ue s  ove r a  longe r tim e

pe riod .  Mr.  Erdwurm  c ite s  the  Com m is s ion 's  ne w Re ne wa ble  Ene rgy S ta nda rd  ("RES ") Rule s  in

De c is io n  No .  6 9 1 2 7  ( No v e m b e r  1 4 ,  2 0 0 6 )  a s  "a  c la s s ic  e x a m p le " o f  i t  s u p p o r t in g  a n

e nvironm e nta lly frie ndly progra m  with  a  long-te rm  outlook.71 In  both  ca s e s ,  progra m s  tha t m a y

not be  e conom ica lly v ia ble  g ive n toda y's  cos t s truc ture  a re  e ncoura ge d in  a ntic ipa tion  of fu ture

e ffic ie n c y a n d  te c h n o lo g y im p ro v e m e n ts ,  a s  we ll a s  n e t  c o s t  re d u c tio n s  th a t  will c o m e  with

incre a se d use .11

12 The  e vide nce

13

14

a n d  g o o d  p u b lic  p o lic y -  s u p p o rt  m a n d a to ry TO U ra te s  in  th is  c a s e .

The re fore ,  the y s hould  be  im ple m e nte d a s  a  ke y m e a ns  to  s upport cons e rva tion,  lowe r a ve ra ge

e ne rgy cos ts  through sha ving from pe a k loa d, a nd be ing in the  public inte re s t.

15 B. This is the Appropriate Time to Implement Inclining/Inverted Block Rate
Structure in this Rate Case.

16

17

18

19

20

2 1

22

W h ile  S ta ff s u p p o rts  th e  c o n c e p t o f th e  in c lin in g  b lo c k ra te  s tru c tu re ,  Mr.  R a d ig a n  is

conce rne d tha t the  re que s te d ra te  incre a s e  is  too s ma ll to imple me nt s uch a  cha nge  now, a nd tha t

the  ne w ra te  de s ign will be  confus ing for cus tom e rs . Howe ve r, S ta ff ha s  s upporte d inve rte d block

ra te  d e s ig n s  in  a  n u m b e r o f c a s e s  b e c a u s e  it  b e lie v e d  it  a d v a n c e d  th e  g o a l o f s u p p o rt in g

cons e rva tion.72 Now, S ta ff through Mr, Ra diga n re com m e nds  tha t the  inve rte d block ra te  de s ign

not be  imple me nte d in this  ca se .

23

24

25

26

27

69 Tr. (D. smith) a t 626-27.
70 Ex. RUCO-9 (Diaz Cortez Direct) a t 4.
71 Ex. UnsE-18 (Erdwurm Rebutta l) a t 13-14.
72 See Decision Nos . 67093 (June  30, 2004 -. Arizona  American Water Company), 68858 (July 28, 2006

Arizona  Ame rica n Wa te r Compa ny P a ra dis e  Va lle y Wa te r Dis trict), 68302 (Nove mbe r 14, 2005
Arizona  Water Company's  Western Group).
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UNS Ele ctric continue s  to support the  imme dia te  imple me nta tion of its  propose d inclining

block ra te  s tructure . This  is  pre cise ly the  time  to imple me nt such a  ra te  de s ign cha nge , whe n the

re que s te d ra te  incre a se  is  re la tive ly sma ll. Furthe r, Mr. Ra diga n a cknowle dge d a t the  ra te  ca se

he a ring tha t the  cus tome r confus ion a bout which he  is  conce rne d ma y be  a lle via te d through the

Company's  cus tomer educa tion e fforts ." The  bottom line  is  tha t tie red inve rted block ra te s  send a

s trong price  s igna l to conserve  because  of the  higher ra te  per kph beyond each breakover point.74

S imply put, the re  is  no good re a s on to de la y a pprova l of a n inve rte d block ra te  de s ign in this

proceeding as the  Company proposes.

9 c. The Rates for Mohave and Santa Cruz Counties should be Consolidated in
this Proceeding.

1 0

11
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1 3
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1 5

1 6

Sta ff's  a rgument tha t the  ra te  increa se  is  too sma ll to jus tify consolida tion is  unwarranted.

The  e vide nce  is  undispute d tha t UNS  Ele ctric is  running its  Moha ve  County a nd its  S a nta  Cruz

County opera tions  as  one  sys tem.75 Because  its  opera tions  a re  combined, having higher ra tes  for

Sa nta  Cruz County cus tome rs  tha n for Moha ve  County cus tome rs  is  ine quita ble .76 The  ine quity

can and should be  addressed here , pa rticula rly given the  re la tive ly small overa ll base  ra te  increase

UNS  Ele ctric is  s e e king."

1 7 D. UNS Electric's Demand Charge Proposal for Large Service Customers is
Reasonable.

1 8

1 9

20

21

22

23

UNS  Ele ctric unde rs ta nds  S ta ff's  conce rns  with re ducing the  de ma nd cha rge  diffe re ntia l

for La rge  S e rvice  Cus tome rs  (those  cus tome rs  ta king powe r a t 69 kV a nd a bove ) a nd those  for

whom powe r ha s  be e n s te ppe d down. As  Mr. Erdwurm indica te d during the  he a ring, it will be

beneficia l to pe rform a  s tudy for the  next genera l ra te  case , such tha t a  true  cos t-based diffe rentia l

may be  de te rmined. Howe ve r, the  Compa ny's  a pproa ch is  one  of common se nse . Spe cifica lly,

24

25

26

27

73 Tr. (Radigan) at 1267.
74 Ex. UnsE-18 (Erdwurm Rebuttal) at 9-10.

76 Ex. UNSE-18 (Erdwurm) at 15, Tr. (Erdwurm) at 460.
77 Tr. (Erdwurm) at 460-63.
78 Tr. (Erdwurm) at 469.
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2

3

4

when a  demand cha rge  diffe rentia l grea tly exceeds  the  bounds  of wha t typica lly occurs  - and this

ma y be  de te rmine d without conducting a  s tudy - the n a ny imme dia te  re duction in the  de ma nd

cha rge  diffe rentia l he lps  ensure  tha t lower load factor cus tomers  do not ove rpay for ene rgy. This

has  economic deve lopment implica tions , hence  some  reduction in the  demand cha rge  diffe rentia l

is  in the  public inte re s t.5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

2 1

E. The Purchased Power Allocation should be based in Part Upon Average and
Peaks, and in Part Upon Energy.

22

23

24

In  its  P os t-He a ring Brie f, S ta ff mis s ta te s  the  Compa ny's  pos ition on the  purcha s e d powe r

a lloca tion . While  Mr. Erdwurm d id  orig ina lly p ropos e  a lloca ting  a ll purcha s e d  powe r us ing  the

Ave ra ge  a nd P e a ks  Me thod, he  the n propos e d a  purcha s e d powe r a lloca tion of 50 pe rce nt e a ch for

ca pa city a nd e ne rgy - us ing the  a ve ra ge  a nd pe a ks  me thod for the  ca pa city portion.79 But give n

tha t UNS  Ele c tric  like ly ha s  a  lowe r s ys te m loa d fa c tor tha n TEP  -- a nd TEP  us e s  a  purcha s e d

powe r a lloca tion with  a  50/50 s plit be twe e n ca pa c ity a nd e ne rgy - a  lowe r ca pa c ity a lloca tion of

40 pe rce nt ve rs us  a  60 pe rce nt e ne rgy a lloca tion ma ke s  s e ns e  for UNS  Ele ctric .80 The  Compa ny,

the re fore , propos e s  us ing a  purcha s e d powe r a lloca tion  of 40  pe rce nt ca pa c ity a nd 60 pe rce nt

e ne rgy for the  ne xt ra te  ca s e .

Fu rth e r,  Mr.  E rd wu rm  e xp la in e d  wh y Mr.  R a d ig a n 's  1 0 0 -p e rc e n t e n e rg y a llo c a tio n  is

fla we d. The  100-pe rce nt e ne rgy a lloca tion doe s  not re cognize  tha t whole s a le  e ne rgy purcha s e

price s  a re  a ffe c te d by both the  le ve l of the  e ne rgy s a le  a nd the  loa d f`a c tor.81 Ba s e d upon the

e conomic conce pt tha t fixe d cos ts  pe r unit de cline  a s  volume  incre a s e s , low loa d fa ctor cus tome rs

a re  more  cos tly to  s e rve , o the r th ings  be ing cons ta nt. The  fa c t tha t the  c u rre n t c on tra c t with

P inna cle  We s t, for s implicity, us e d a  volume tric  pric ing s tructure  implie s  nothing to contra dict Mr.

E rd wu n n 's  p o s itio n . In  fa c t,  th e  a ve ra g e  p ric e  o f p u rc h a s e d  p o we r fo r UNS  E le c tric  wa s

influe nce d by loa d fa c tor a nd P inna cle  We s t took into a ccount the  loa d cha ra c te ris tics  whe n the

25

26

27
79 Ex. UNSE-18 (Erdwurm Rebutta l) a t 6-7.
80 EX. UnsE-18 (Erdwurm Rebutta l) a t 7.
81 Ex. UNSE-18 (Erdwurm Rebutta l) a t 6-7.
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1

2

contra ct wa s  e nte re d with the n-Citize n's  Arizona  Ele ctric Divis ion.82 The  influe nce  of loa d fa ctor

will be come  more  pronounce d once  the  P imia cle  We s t contra ct e xpire s .83 Us ing a  purcha s e d

power a lloca tion of 100-percent energy ignores  the  rea lities  of the  marke tplace .3

4

5

6

III. UNS  E LE CTRIC 'S  CARE S  DIS CO UNT BE NE FITS  LO W-INCO ME  CUS TO ME RS
WHILE  P R O MO TING  C O NS E R VATIO N.

7

8

9

1 0

1 1

While  RUCO supports  the  Compa ny's  CARES  a nd CARES -Me dica l dis count proposa ls ,

S ta ff doe s  not. S ta ff a dvoca te s  for the  re te ntion of the  curre nt CARES  a nd CARES -Me dica l

dis counts , which provide  de clining pe rce nta ge  dis counts  for pa rticipa ting cus tome rs , with a  fla t

$8.00 dis count for us a ge  ove r a  1,000 kph thre s hold for CARES  cus tome rs , a nd a  2,000 kph

thre shold for CARES-Medica l cus tomers .

Be ca us e  the  othe r pa rtie s  did not s pe a k to low-income  is s ue s  in the ir initia l brie fs , the

Company s imply re ite ra te s  its  be lie f tha t its  proposed CARES discount, and its  reques ts  re la ted to

othe r low-income  cus tome r is sue s , a re  a ll supporte d in the  re cord in this  ca se , a s  s e t forth in its

Initia l P os t-He a ring Brie f.

Iv . DEMAND-S IDE MANAGEMENT (<c Ds Ms s ) COS T RECOVERY.

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

The  Company agrees  to e s tablish a  DSM adjus tor mechanism, and to se t the  initia l ra te  a t

$ 0 .0 0 0 5 8 3  p e r kp h .  Th is  re p re s e n ts  fu n d in g  1 0 0  p e rce n t o f th e  e xp a n d e d  lo w-in co me

we a the riza tion ("LIW") progra m cos ts  a nd 25 pe rce nt of a ll othe r propose d DS M progra m cos ts

through the  DSM adjus tor mechanism.84 The  Company, S ta ff and RUCO appear to agree  on this

point.

2 3

2 4

2 5

2 6

2 7

Mr. Magruder proposes  tha t one  da te  be  used for the  annua l adjus tments  of the  DSM, RES

and PPFAC ra te  adjus tors . Currently, the  DSM adjus tor is  scheduled for implementa tion on June

1st of each year, a lthough Mr. Magruder mis takenly re fe rences  a  January implementa tion da te . As

Electric's  DSM adjus tor ra te  be  re se t annua lly on June  l of each yea r beginning June  1, 2009, and

82 EX. UnsE-18 (Erdwurm Rebuttal) at 8.
83 EX. UnsE-19 (Erdwurm Rejoinder) at 3-4.
84 Ex. UNSE-6 (Pignatelli Rebuttal) at 15, Ex. S-63 (Anderson Direct) at 15-16.
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2

3

4

5

tha t the  pe r kph ra te  be  ba se d upon curre ntly proje cte d DSM cos ts  for tha t ye a r, a djus te d by the

pre vious  ye a r's  ove r- or unde r- colle ction, divide d by proje cte d re ta il s a le s  (kph) for tha t s a me

year."85 The  Compa ny a gre e s  with  S ta ffs  comme nts  a nd re comme nda tions .86 Annua l

adjus tments  for cha rges  re la ted to the  RES depend on approva l of the  Company's  RES Tariff and

Implementa tion P lan, described be low.

Mr. Magrude r makes  an abundance  of recommenda tions  conce rning DSM - mos t of which

the  Compa ny oppose s . Eve n so, the  Compa ny unde rs ta nds  tha t S ta ff continue s  to e va lua te  the

Compa ny's  compre he ns ive  DS M P rogra m P ortfolio P la n in Docke t No. E-04204-07-0365. Tha t

filing is  incorpora te d by re fe re nce  in this  ca s e  a s  the  Compa ny's  DS M propos a l. UNS  Ele ctric

re comme nds  imple me nta tion  o f the  DS M P rogra m P ortfo lio  P la n  it file d  in  Docke t No . E-

04204A-06-0365 on June  13, 2007 (the  "DSM Docke t").

6

7

8

9

10

11

12 v. UNS ELECTRIC'S  PROPOSED CHANGES TO ITS RULES AND REGULATIONS
ARE REASONABLE.

13
A. Th e  Co mp a n y's  P ro p o s e d  Billin g  Te rms  a re  Mo re  Le n ie n t th a n  Co mmis s io n

Ru le s  Allow.14

15 The  Com pa ny unde rs ta nds  tha t the  Com m is s ion's  rule s  diffe r be twe e n ga s  utilitie s  a nd

16 e le ctric  utilitie s . The  fa ct re m a ins  tha t - to m a tch UNS  Ele ctric  b illing  te rm s  to UNS  Ga s  b illing

17 te rm s  -- UNS  Ele ctric  p ropos e s  b illing  te rns  tha t a llow for 25 tota l da ys  be fore  a  b ill be com e s

18 de linque nt.87 Tha t is more le nie nt tha n A.A.C. R14-2-210.C. The  Compa ny's  propos a l re ga rding

19 billing te rms  is  fa ir a nd e quita ble  to cus tome rs  a nd unifie s  b illing te rms  for cus tome rs  s e rve d by

20 both UNS  Ga s  a nd UNS  Ele ctric.

21

22

B. Staff Misconstrues the Company's Proposal Regarding Line Extensions and
Free Footage.

23

24

25

26

27

Exhibits UNSE-54, UNSE-55 and UNSE-56 ma.ke it clear that the Company's proposal is

to e liminate 50 feet and one carryover pole firm its overhead service line connection. Further,

85 Ex. S-63 (Anderson Direct) at 14.
80 Ex. UNSE-28 (D. Smith Rebuttal) at 21 .
87 Ex. UNSE-21 (Ferry Rebuttal) at 2.
88 See Ex. UNSE-21 (Fen'y Rebuttal) at 9.
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3

4

5

6

7

the  Compa ny doe s  not conte nd tha t A.A.C. R14-2-207 re quire s  a  fre e  foota ge  a llowa nce , ra the r,

the  Compa ny is  conce rne d  tha t S ta ff's  p ropos a l propos e s  a  ma jor s h ift in  policy tha t will like ly

ha ve  a dve rs e  impa cts  on e conomic de ve lopme nt e fforts  in pla ce s  like  Kins ma n, La ke  Ha va s u City

a nd Noga le s .89 It is  a ls o importa nt to  note  tha t the  Compa ny did propos e  a  S e rvice  Conne ction

Fe e  of $250 for e a ch  ne w e le c tric  s e rvice  conne c tion .90 Th e  Co m p a n y b e lie ve s  th a t its  two

propos a ls  re pre s e nt a  be tte r ba la ncing of a ll inte re s ts  tha n s imply e limina ting fre e  foota ge  a s  urge d

b y S ta ff

8 c. Mr. Magruder's Recommendations.

9

10

11

12

13

14

15

16

17

18

Mr. Ma grude r ma ke s  s e ve ra l re comme nda tions  re ga rding UNS  Ele ctric's  Rule s . The s e

recommenda tions  include  tha t the  Rule s  be : (l) rewritten in "pla in" language , (2) provided to each

cus tome r, (3) tra ns la te d into Spa nish, a nd (4) re forma tte d. UNS Ele ctric's  propose d Rule s  a re  in

compliance  with the  A.A.C. and UNS Electric recommends  implementa tion of the  proposed Rules

as  soon as  poss ible . In fact, much of the  language  in the  Company's  Rules  comes directly from the

Commis s ion's  Rule s  a nd is  orga nize d ve ry s imila rly to the  Commis s ion's  Rule s . The  Compa ny

a lready provides  copie s  of applicable  rule s  for new cus tomers  requiring line  extens ions . P roviding

a  copy of the  rule s  to a ll cus tome rs  - e s pe cia lly whe n the y a re  a va ila ble  online  .- is  e xtre me ly

cos tly to the  ra te pa ye r. Fina lly, UNS  Ele ctric ha s  no obi s e ction to tra ns la ting the  rule s  a nd

regula tions  into Spanish and making tha t ve rs ion ava ilable  online .

19 VI. P URCHAS ED P OWER AND FUEL ADJ US TMENT CLAUS E (" P P FAC" ).

20

21

22

The  Compa ny a nd S ta ff la rge ly a gre e  on the  ge ne ra l s tructure  to the  P P FAC a nd the

Compa ny will not re pe a t those  de ta ils  he re .91 Two a re a s  of dis a gre e me nt cle a rly re ma in: (1)

permitting othe r a llowable  cos ts  through the  PPFAC, and (2) S ta ff' s  la s t-minute  proposa l for a  cap

on the  PPFAC.23

24

25

26

27

89 EX. UNSE-21 (Ferry Rebuttal) a t 9-10. Based on the language of A.A.C. R14-2~207.C., it does not
appear that a free footage allowance is required per se. Still allowing a set amount of free footage had
been widely practiced amongst electric utilities in Arizona.

90 Ex. UnsE-46.
91 See UNS Electric's Initial Post-Hearing Brief at 66-68 for discussion on the PPFAC.
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12

13

14

15
96

16

17

18

19

20

21

Firs t, S ta ff doe s  not re fute  tha t UNS Ele ctric doe s  not ha ve  procure me nt, s che duling a nd

management cos ts  in ba se  ra te s  because  of the  full requirements  purchased power contract with

P inna cle  We s t Ca pita l Corpora tion ("P inna cle  We s t").92 RUCO a dmits  the s e  cos ts  a re  not

re flected in te s t-yea r expenses , but the  Company will incur these  cos ts  a s  it replaces  the  P innacle

We s t contra ct.93 Furthe r, be ca use  the  cos ts  a re  like ly to va ry ye a r-to-ye a r a nd a re  a n ine vita ble

pa rt of procuring fue l and purchased power, it makes  more  senses  to recove r those  cos ts  through

the  PPFAC.94 In the  a lte rna tive , the  Compa ny re que s ts  the  Commis s ion a pprove  fore ca s te d

procure me nt, s che duling a nd ma na ge me nt fe e s  s e t forth in Exhibit MJ D-6 to Mr. De Concini's

Rej binder Testimony.95

Se cond, re ga rding a  ca p on the  PPFAC, S ta ff s ta te s  only, a t pa ge  41 of its  Pos t-He a ring

Brie f tha t "due  to la te -filed informa tion by the  Company rega rding prospective  ga s  price s , S ta ff is

a lso recommending a  cap on the  PPFAC in orde r to prevent ra te  shock." Although S ta ff provides

absolute ly no furthe r ana lys is  of the  ra te  cap, S ta ff witness  Mr. Smith has  acknowledged tha t caps

ca n le a d to  la rge  de fe rra ls  tha t ca n  ne ga tive ly impa ct the  Compa ny, by ma king it a  ris kie r

inves tment. UNS  Ele ctric's  cus tome rs  will ha ve  to pa y for those  cos t de fe rra ls  e ve ntua lly.97

Mr. Smith a lso a dmits  tha t it would not be  a ppropria te  to force  a  ca p on the  PPFAC in this  pe riod

of flux for UNS Ele ctric a nd tha t a  ca p could imprope rly e ncoura ge  short-te rm ra te  s ta bility a t the

e xpe nse  of s e rving the  long-te rm inte re s ts  of cus tome rs ." The  Compa ny would ha ve  to fina nce

a ny de fe rra l. If the  de fe rra ls  be come  la rge , it is  uncle a r whe the r Compa ny's  re volving cre dit

fa cility ca n cove r those  cos ts  be ing de fe rre d, this  le a ds  to furthe r unce rta inty ove r fina ncing a nd

the costs of financing.99

22

23
92

24

25

26

27

Ex. UNSE-15 (DeConcini Rebuttal) at 15, Ex. UNSE-16 (DeConcini Rejoinder) at 3; Tr. (DeConcini) at
339-40, 341-42.
Tr. (Diaz Cortez) at 1275, 1281-83 .
Tr. (R. Smith) at 1226.

95 Ex. UNSE-16 (DeConcini Rejoinder) at 3-4, Ex. MJD-6, Tr. (DeConcini) at 337-38, 345.
90 Ex. S-58 (Smith Surrebuttal) at 54.
97 EX. S-58 (Smith Surrebuttal) at 54.
98 Ex. S-58 (Smith Surrebuttal) at 54.
99 Tr. (Grant) at 1411-12.
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7

8

9

10

11

12

Sta ff confus ingly sugges ts  (or may sugges t) a t pages  40-41 of its  Pos t-Hea ring Brie f, tha t

ca pa city cos ts  should be  cove re d through ba se  ra te s , not through the  P P FAC, citing the  Dire ct

Te s timony of S ta ff witne s s  Ra lph S mith. Howe ve r, tha t te s timony wa s  a  ge ne ra l dis cus s ion of

P P FACs  a nd is  incons is te nt with both Mr. S mith's  S urre butta l Te s timony a s  we ll a s  the  P P FAC

To be gin  with , the

P P FAC a dopte d by the  Commis s ion for AP S  (the  "P owe r S upply Adjus tor") - a nd propos e d by

S ta ff in this  docke t - doe s  include  re cove ry of ca pa city cos t.101 More ove r, the  re dline d P OA in

Mr. S mith's  S urre butta l Te s timony provide s  for re cove ry for cos ts  in FERC Account Nos . 555

(Purchased Power) and 565 (Whee ling (Transmiss ion of Electricity by Othe rs )).102 Those  FERC

a ccounts  e xpre s s ly include  ca pa city cos ts . Nowhe re  in Mr. S mith's  S urre butta l, nor in the  P OA,

are  capacity costs  excluded from recovery through the  PPFAC.

Mr. S mith's  S urre butta l Te s timony provide s  a mple  re a s on why ca pa city cos ts  s hould be

re cove re d through UNS  Ele ctric's  P P FAC. Firs t, whe n the  P inna cle  We s t contra ct e xpire s , the

Compa ny's  fue l a nd purcha s e d powe r cos ts  ma y be  s ignifica ntly diffe re nt tha n the y ha ve  be e n

while  the  P inna cle  We s t contra ct wa s  in e ffe ct.l03 UNS Ele ctric will not ha ve  the  sa nle  de gre e  of

control ove r its  fue l and purchased power cos ts  upon expira tion of the  P innacle  West contract and

it would be  unre a lis tic to e xpe ct tha t UNS  Ele ctric would be  a ble  to ke e p its  cos ts  close  to those

13

14

15

16

17

18

19

20

21

22

unde r the  P innacle  Wes t contract.104 Second, Mr. Smith s ta te s  tha t UNS Electric will not rece ive

23

24

a ny re turn on its  prude ntly incurre d fue l a nd purcha s e d powe r cos ts  a nd tha t he  be lie ve s  the

Company s hould be  a llowed to re cove r through the  PPFAC the  cos ts  included in FERC accounts

501, 547, 555 and 565 as  we ll a s  the  prudent direct cos t of contracts  us ed for hedging s ys tem fue l

and purchased power cos ts .105 In de fining the  pa ra me te rs  of cos ts  to be  re cove re d unde r the

P P FAC, Mr. S mith only took e xce ption to the  ca te gory of "othe r includible  cos ts " a nd ce rta inly

25

26

27

100 Compare Staff" s Post-Hearing Brief at 40-41 to Ex. S-58 (R. Smith Surrebuttal) at Ex. RCS-7 at 12.
101 See Staff's  Notice of Filing: Revised Plan of Administration in Docket No. E-01345A-05-0816 (July

30, 2007) a t Page ll.
102 Ex. s-58 (R. Smith Surrebuttal) at Ex. Rcs-7 at 12.
103 Ex. s-58 (R. smith Surrebuttal) at 49.
104 Ex. s-58 (R. Smith Surrebuttal) at 49-50.
105 Ex. s-58 (R. Smith Surrebuttal) at 55-57, 63 .
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1

2

3

4

not capacity costs  under the  specified FERC accounts .106 Indeed, Mr. Smith expressly notes  tha t a

we ll-de s igned PPFAC would avoid s itua tions  whe re  de layed recove ry of prudent and rea sonable

fue l and ene rgy cos ts  would have  ma te ria l financia l consequences  on a  company, thus , a llowing

reasonably prompt recovery of prudent fue l and energy costs .107 Yet, now Staff may be  suggesting

tha t UNS Electric be  prevented from recovering the  prudent capacity cos ts  of its  new power supply

through the  PPFAC. That new position should be  re j ected.

In fa ct, a llowing re cove ry of ca pa city cos ts  through the  P P FAC ma ke s  pa rticula rly good

sense  he re . UNS Electric has  no his toric leve l of purchased capacity cos ts  tha t could be  included

in base  ra tes because  of the  Pinnacle  West contract and as Staff has acknowledged, the  Company's

powe r s upply portfolio will be  comple te ly diffe re nt a s  of J une  l, 2008. If ca pa city cos ts  a re  not

a llowe d to be  re cove re d through the  P P FAC, it would s imply pre clude  UNS  Ele ctric from a ny

re cove ry of those  cos ts  be ca use  the  ba se  ra te s  do not re fle ct ca pa city cos ts  re la te d to the  ne w

powe r s upply portfolio. Tha t circums ta nce  would cre a te  a n ince ntive  to ha ve  ca pa city cos ts

included in ene rgy cos ts  (which may re sult in increased cos ts ). In sum, capacity cos ts  a re  directly

re la te d to purcha se d powe r a nd tra nsmiss ion, a re  include d in FERC Account Nos . 555 a nd 565,

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

2 0 re ga rding RUCO's  propos a l.

21 The  Compa ny be lie ve s  the  P P FAC a s  put forth in  its  Re butta l Te s timony a nd de ta il in  its

22

23

24

a nd s hould be  re cove re d.

F in a lly,  R UC O  c o n tin u e s  to  p re s s ,  a t p a g e s  3 -4  o f its  C lo s in g  Brie f,  fo r its  P P F AC

involving a  his torica l twe lve -month rolling a ve ra ge  me cha nis m a s  its  propos a l. Both S ta ff a nd the

Compa ny be lie ve  RUCO's  propos a l s hould be  re je cte d a nd the  Compa ny s ta nds  by its  Initia l Brie f

P OA is  the  be s t me a ns  to  p romptly re c ove r fue l a nd  purc ha s e d  powe r.  The  Compa ny fu rthe r

a g re e s  with  S ta ffs  p ropos e d  c ha nge s  - a s  p rovide d  in  S ta ff's  re d line d  P OA in  its  S urre bu tta l

Te s timony - with the  e xce ption of its  pos ition on othe r a llowa ble  cos ts  a nd a cap .

2 5

2 6

2 7 106 Ex. S -58 (R. S m ith S urrebutta l) a t 63 a nd Ex. RCS -7 the re to a t 12
107 Ex. s -58 (R. S m ith S urrebutta l) a t 60-61.
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VII. BLACK MOUNTAIN GENERATION STATION ("BMGS").

UNS Electric understands that it is requesting unusual rate base treatment for BMGS.

However ,  the unique facts and circumstances,  as well as the benefits  of BMGS to both the

Company and its customers, justify the rate base and rate reclassification treatment sought by UNS

5 Electric. To be clear ,  the requested treatment of BMGS is condit ioned upon UNS Electr ic

6 acquiring BMGS. Although UNS Electric does not own BMGS now, if the Commission approves

7 the Company's request, then the Company will acquire BMGS at cost. The rate base adjustment

8 will be a fixed, known and measurable amount of $60 million and the adjustment will take place

9 on June l, 2008 or the date on which BMGS is operational, whichever is later. At the date BMGS

10 is put into rate base, the Company will institute a revenue-neutral rate reclassification - increasing

l l the base delivery charge by 0.6 cents per kph while simultaneously decreasing the base power

12 supply charge by 0.6 cents per  kph. UNS Electric is not requesting that the prudence of the

13 construction cost of BMGS be decided in this docket. That will take place in the next rate case.

14 UNS Electric also will not seek to recover any BMGS costs in excess of $60 million until the next

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

23

24

rate  case.

The  Compa ny will be  una ble  to  a cquire  BMGS  if the  Commis s ion doe s  not gra nt the

Company's  proposed trea tment of BMGS. Without tha t approva l, the  Company cannot finance  the

a cquis ition of BMGs.108 The  cos t of BMGS, which is  $60 to $65 million, re pre se nts  no le s s  tha n

42.5 pe rcent of the  Company's  OCRB figure  -- and a  highe r pe rcentage  pe r S ta ff"s  OCRB figure .

The  ra te  re cla s s ifica tion a dds  $10 million in non-fue l re ve nue  re quire me nt .- re s ulting in a n

a dditiona l $3 million in ne t income  a nd $6 million in ope ra ting ca s h flow ne e de d to s e rvice  the

a dditiona l ca pita l ra is e d.109 An a ccounting orde r or othe r de fe rra l will not a dd the  ca s h flows

needed to finance  the  acquis ition o And a  purchased power contract be tween UniSource  Ene rgy

De ve lopme nt Compa ny ("UEDC") a nd UNS  Ele ctric will not provide  long-te rm be ne fits  to UNS

25

26

27
108 Ex. UNSE-8 (Larson Direct) at 6-8.
109 Ex. UNSE-8 (Larson Direct) at 10, Ex. KPL-2, EX. UNSE-9 (Larson Rebuttal) at 8, ll.
110 Ex. UNSE-9 (Larson Rebuttal) at 6.
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1
. . 111Ele c tric  a nd  its  cus tom e rs .

2

3

4

5

6

Ironica lly, S ta ff a ppe a rs  to a gre e  tha t a cquis ition of BMGS  is  be ne ficia l to the  Compa ny

a nd its  cus tome rs . It a ls o ha s  re comme nde d a pprova l of fina ncing of up to $40 million in ne w

de bt a nd $40 in a dditiona l e quity infus ion to a llow the  a cquis ition. Howe ve r, S ta ff ha s  ba lke d a t

taking the  fina l s tep necessa ry to a llow UNS Electric to a cquire BMGS in a  cos t e ffective  manner

tha t is  in the  public inte re s t.

7 A. The Evidence is Undisputed that UNS Electric Acquiring BMGS Provides
Numerous and Substantial Benefits to the Company and its Customers.

8

9 UNS  E le c tric

10

11

12

13

14

15

The  ope ra tiona l a nd  fina ncia l be ne fits  o f BMGS  re ma in  unre fu te d .

owne rship will sa ve  ra te pa ye rs  millions  ove r the  30-to-40-ye a r life  of the  a sse t ve rsus  purcha se d

power.112 And, if the  purchased power demand cha rge  were  to be  highe r than $7 pe r month pe r

kw, the n the  s a vings  would be  more  pronounce d due  to the  cumula tive  impa cts  of ADIT a nd

de pre cia tion e xpe ns e  tha t re duce  the  Compa ny's  re ve nue  re quire me nt for owne d ge ne ra ting

ca pa city.u3 More ove r, the  Compa ny a voids  ha ving to pa y e sca la tors  commonly-a s socia te d with

P P As  tha t ofte n incre a s e  ove r time .H4 Furthe r, improve d  ca s h  flow from BMGS  provide s

16

17

18

a dditiona l funding for UNS  Ele ctric's  ongoing cons truction progra m, improve s  its  cre dit profile ,

and a llows the  Company to a ttract financing on more  reasonable  tenns.H5

The  ope ra tiona l be ne fits  - inc lud ing

19

full ope ra tiona l fle xibility, full control ove r

maintenance and operation, having in-house generation to exactly meet peak capacity and reserve

20 needs , and having gene ra tion a t a  loca tion tha t minimizes  transmiss ion cos ts  - a re  a ll undisputed.

21

22

23

In fa ct, S ta ffs  e ngine e ring pe rs onne l involve d in this  ca s e  re cognize d the  s ubs ta ntia l be ne fits

BMGS  would provide .116 The  90 MW fa cility would s ignifica ntly improve  a nd dive rs ify UNS

Ele ctric's  powe r portfolio, e s pe cia lly give n the  ne e d to procure  450 MW of ge ne ra ting ca pa city

24

25

26

27

111 Ex. UNSE-9 (Larson Rebuttal) at 13.
112 Ex. UNSE-8 (Larson Direct) at 14, EX. KPL-3 .
113 Ex. UNSE-8 (Larson Direct) at 13.
114 Ex. UNSE-14 (DeConcini Rebuttal) at 4.
115 Ex. UNSE-9 (Larson Rebuttal) at 4.
116 Ex. UNSE-52
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1 due  to the  P inna cle  We s t contra ct e xpiring on Ma y31, 2008.117

2 B. Staff and RUCO's Arguments against Rate-Basing BMGS are Unfounded.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

2 1

22

Ra the r tha n  c ha lle nge  the  fina nc ia l a nd  ope ra tiona l be ne fits  o f BMG S  a nd  the  un ique

c irc um s ta nc e s  fa c ing  UNS  E le c tric ,  S ta ff a nd  RUCO  a s s e rt ge ne ra l ra te m a king  p rinc ip le s  a s

s ome how jus tifying the ir a rgume nts  a ga ins t the  Compa ny's  propos a l.

F irs t,  S ta ff's  conce rn  tha t UNS  E le c tric  doe s  no t own BMG S  is  pe rp le xing .  The  purpos e

of the  propos e d ra te  ba s e  tre a tm e nt is  to  a llow the  Com pa ny to  a cquire  BMGS  a nd ra te  ba s e  the

a s s e t c los e  to  the  tim e  the  P inna c le  We s t con tra c t e xp ire s .  UNS  E le c tric  will own BMG S  if the

Com m is s ion a pprove s  its  re que s t.  The  Com pa ny's  witne s s e s  ha ve  te s tifie d  num e rous  tim e s  tha t

UE DC  will s e ll BMG S a t cos t to UNS  Ele ctric .118 Only if the  Com m is s ion re je cts  UNS  Ele ctric 's

propos a l will othe r opportunitie s  be  purs ue d.ll9

S e cond, contra ry to S ta flf's  be lie f] the  BMGS  propos a l is  not CWIP . Inde e d, UNS  Ele ctric

ha s  no CWIP  or AFUDC re la te d  to  BMGS  be ca us e  it is  not build ing BMGS . BMGS  will not e nte r

ra te  ba s e  until it is  a cquire d by UNS  Ele ctric  a nd is  fully ope ra tiona l.

Third, UNS  Ele ctric  doe s  not dis pute  S ta ff's  s ta te me nt tha t BMGS  wa s  not us e d a nd us e ful

du ring  the  te s t ye a r.  Bu t tha t is  no t the  is s ue . BMG S  is  a  ge ne ra tion  a s s e t tha t will pa rtia lly

re pla ce  the  P inna cle  We s t contra ct upon its  e xpira tion. The  in-s e wice  da te  is  proje cte d to be  Ma y

l,  2008. 120 The  ra te  re c la s s ifica tion will not occur until a fte r BMG S  is  in  com m e rc ia l ope ra tion

or J une  l,  2008  (the  da te  the  P inna c le  We s t con tra c t e xp ire s ),  whiche ve r is  la te r.  Eve n  s o ,  the

Com pa ny will file  its  c om ple tion  re port to  c onfirm  the  p la n t is  in  s e rv ic e ,  u s e d  a nd  us e fu l a nd

s e rv ing  e xis ting  cus tom e rs .m  The  p la n t will be  us e d  a nd  us e fu l a nd  s e rv ing e xis ting cus tome rs

whe n the  pos t-te s t-ye a r a djus tme nt ta ke s  e ffe ct.

23

24

25

26

27

117 Ex. UNSE-15 (DeConcini Rebuttal) at 3.
118 EX. UNSE-9 (Larson Rebutta l) a t 12, Ex. UNSE-15 (DeConcini Rebutta l) a t 4, Tr. (Larson) a t 193-94,

Tr. (DeConcini) a t 309.
119 Tr. (Larson) a t 195, Tr. (DeConcini) a t 305-07.
120 Tr. (DeConcini) at 308-09.
121 Ex. UNSE-8 (Larson Direct) a t 4, Ex. UNSE-9 (Larson Rebutta l) a t 12.
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1

2

3

Fourth, contra ry to  S ta ff's  a s s e rtion, the  ra te  ba s e  a djus tme nt is  known a nd me a s ura ble .

UNS  Ele c tric  is  re que s ting  a  s e t a mount - $60  million  - to  be  a dde d  to  ra te  ba s e  re fle c ting  the

a ddition  of BMGS . This  is  a  known a nd me a s ura ble  a mount re pre s e nting  the  $46 million  fixe d-

4

5

price  turnke y cons truction contra ct plus  $14 million in a dditiona l cos ts .122 If the  a dditiona l cos ts

e xce e d $14 million .- a nd thos e  cos ts  could be  be twe e n $14 million a nd $19 million any

6

7

8

9
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2 1

22

23

24

a dditiona l a mount a bove  $60 million is  not pa rt of the  Compa ny's  propos a l in this  proce e ding.

Furthe r, a ny so-ca lle d "cos t ove rruns" will not be  re cove re d until the  ne xt UNS Ele ctric ra te  ca se

is  a d jud ica te d  whe n  pa rtie s  will be  a llowe d  to  fu lly e xa mine  the  p rude nce  o f the  BMGS

cons truction cos ts . Fina lly, the  $60 million re fle cts  only the  cos t of the  pla nt .-- $60 million will be

added to ra te  base  and a  revenue  neutra l ra te  reclassifica tion will occur.

Fifth, S ta ff's  conce rn tha t UNS  Ele ctric is  not building BMGS is  ne ithe r proba tive  nor

ma te ria l to whe the r ra te -ba s ing BMGS  is  in the  public inte re s t. In fa ct, UNS  Ele ctric a voids  the

ris ks  a s s ocia te d with building BMGS , UEDC incurs  tha t ris k.m Furthe r, S ta ff"s  a s s e rtion tha t

the re  is  no construction taking place  is  fa lse . Mr. Larson tes tified tha t construction is  underway.124

And re ga rdle s s  of the  Commiss ion's  de cis ion in this  ca se , the  BMGS cons truction will continue

a nd is  s che dule d to be  comple te d Ma y l, 2008.125 Be ca us e BMGS wa s  inte nde d to pa rtia lly

replace  the  full requirements  contract with P innacle  West tha t expires  on May 31, 2008, it made  no

sense  to plan construction to be  comple ted before  May 2008.

Fina lly, with re s pe ct to S ta ffs  conce rns  ove r the  ultima te  prude nce  of a cquiring BMGS ,

the  Compa ny unde rs ta nds  a nd a cce pts  tha t the  Commiss ion re se rve s  its  right to de te rmine  the

prude nce  of BMGS  cons truction cos ts  in the  ne xt UNS  Ele ctric ra te  ca s e .126 The  Commis s ion

could disa llow costs  and order a  re fund and has  reserved tha t right in reviewing fue l and purchased

power cos ts  pa ssed through adjus tor mechanisms , for example . But it is  the  Company tha t bea rs

the  ris k. Furthe r, e ve n S ta ff witne s s  Mr. S mith a cknowle dge s  tha t BMGS  re pre s e nts  a  good

25

26

27

122 Ex. UNSE-8 (Larson Direct) a t 4, Tr. (Larson) a t 207, Tr. (DeConcini) a t 309-10.
123 Tr. (Larson) at 214.
124 Tr. (Larson) at 220.
125 Tr. (DeConcini) at 305, 308-09, 383.
126 Ex. UNSE-9 (Larson Rebuttal) a t 12, Tr. (Larson) at 167.
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1

2

3

4

5

6

7

8

9

10

opportunity for UNS  Ele ctric.127 Exhibit UNS E-43 shows  tha t UNS  Ele ctric a cquiring BMGS  will

not ha nd  cus tome rs  compa re d  to  purcha s ing  powe r in  the  s hort te rn , a nd  ma y e ve n  s a ve

cus tome rs  from a dditiona l tra nsmis s ion cos ts  a nd a ncilla ry s e rvice  cos ts .128 De la y will o n ly

incre a se  the  cos t of a cquiring BMGS  - if the  Compa ny could e ve n a fford to do so in the  future  -

and will inte rfe re  with a  golden opportunity to deve lop a  dive rse  power supply portfolio a t the  time

the  Pinnacle  West contract expires .

RUCO oppose s  BMGS  by se tting forth a  lis t of ge ne ra l re gula tory principle s  tha t ma y be

contra ry to the  propos e d tre a tme nt of BMGS . Although the  tre a tme nt of BMGS  is  unus ua l, it is

not prohibite d by la w. Furthe r, the  Compa ny's  spe cific proposa l a nd the  be ne fits  of BMGS e ithe r

re liute  or a me liora te  RUCO's  ge ne ra l re gula tory conce rns , a s  e xpla ine d in de ta il in Mr. La rson's

11 Re butta l Te s tim ony:

12
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20

2 1

Kn o wn  a n d  m e a s u ra b le  p rin c ip a l.
Th e  c o s ts  o f BMG S  will b e  kn o wn  p rio r to  th e  ra te  re c la s s ific a tio n .  As  s ta te d
a bove , the  Compa ny's  propose d a dj ve s tme nt to ra te  ba se  re fle cts  the  minimum cos t
e s tim a te  of $60 m illion,  we  a re  propos ing a  known a nd re a s ona bly m e a s ura ble  -
a nd  m in im a l - c os t.  As  o f J une  30 ,  2007 ,  a pp roxim a te ly $33  m illion  ha d  be e n
s pe nt on BMGS . Eve n if a ctua l proje ct cos ts  e xce e d this  a m ount, UNS  Ele ctric  is
not s e e king ra te  ba s e  tre a tm e nt for a ny a dditiona l a m ount in this  ca s e , it will wa it
until the  Com pa ny's  ne xt ge ne ra l ra te  ca s e . Following the  purcha s e  of the  proje ct
by UNS  Ele ctric , a nd upon com m e rcia l ope ra tion of the  fa c ility, the  Com pa ny will
p rov ide  the  Com m is s ion  with  a  p ro je c t c om ple tion  re po rt de ta iling  the  c os t o f
comple tion a nd the  re s ults  of pre -comme rcia l te s ting. Thirty da ys  a fte r this  re port
ha s  be e n file d, or on J une  l,  2008 if the  proje ct is  com ple te d prior to Ma y l,  2008,
the  Com pa ny would  the n  im ple m e nt the  ra te  re c la s s ific a tion  de s c ribe d  a bove .
The  Com pa ny is  not propos ing tha t the  pos t-te s t-ye a r a djus tm e nt of BMGS  ta ke
e ffe c t un til a fte r the  fa c ility is  provid ing  e le c tric ity to  UNS  Ele c tric 's  cus tom e rs
(i.e .  us e d  a nd  us e fu l. ) F urthe r,  no  one  d is pu te s  tha t the  p la n t is  go ing  to  s e rve
e xis ting cus tom e rs  a s  of J une  l,  2008 be ca us e  tha t is  whe n the  P WCC purcha s e d
p o we r c o n tra c t e xp ire s .  In  a d d itio n ,  th e  C o m m is s io n  s till h a s  th e  a u th o rity to
re vie w of cons truction cos ts  to e nsure  the y a re  prude nt in the  ne xt ra te  ca se .

22

23

24

25

Ma tc h in g  p rin c ip a l.
The  Compa ny's  ra te  re cla s s ifica tion propos a l is  de s igne d to exactly ma tch the
timing of ra te  re cove ry with purcha se d powe r cos t a voida nce . The  e ffe ct of this
pos t-te s t-ye a r a djus tme nt is  to a dd a pproxima te ly $10 million to the  Compa ny's
non-fue l re ve nue  re quire me nt, a s s uming a  $60 million proje ct comple tion cos t.
On the  e ffective  da te  of this  adjus tment, UNS Electric would increase  the  average
base  de live ry cha rge  to cus tomers  by approxima te ly 0.6 cents  pe r kph, and make
a  corre sponding de cre a se  of 0.6 ce nts  pe r kph to the  ba se  powe r supply ra te . If

26

27 127 Tr. (R. s mith) a t 1237-38.
128 Tr. (Gra nt) a t 965.
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UNS Ele ctric a cquire s  BMGS, it ca n re duce  the  ba se  powe r supply ra te  be ca use
the  Compa ny will (1) a void buying up to 90 MW of whole s a le  ma rke t ca pa city;
(2) ha ve  a  la rge  portion of re quire d a ncilla ry se rvice s , a nd (3) ha ve  a  s ignifica nt
volume  of whole s a le  tra ns mis s ion whe e ling due  to BMGS ' loca tion. Aga in, the
pla nt would s e rve  e xis ting cus tome rs , pa rticula rly give n the  e xpira tion of the
P WCC contra ct a t the  e nd of Ma y 2008, BMGS  is  not a  "re ve nue  e nha nce r" to
s imply address  future  growth as  RUCO seems to suggest without any support. So,
this  is  a  ca s e  whe re  a biding by RUCO's  s trict in te rpre ta tion of the  ma tching
principle  would me a n the  Compa ny a nd its  cus tome rs  would mis s  out on the
opportunity to obta in both fina ncia l a nd ope ra tiona l be ne fits  from ra te  ba s ing
BMGS .

6

7

8

9

1 0

11

His to ric a l te s t ye a r p rinc ipa l.
The  PWCC contra ct, which curre ntly supplie s  ne a rly a ll of UNS Ele ctric's  e ne rgy
requirements , did not expire  during the  te s t yea r. The  PWCC contract expire s  on
Ma y 31, 2008 a nd UNS  Ele ctric mus t be gin procuring e ne rgy or ge ne ra tion now
to s upply ne a rly a ll of its  cus tome rs ' e ne rgy de ma nd be ginning J une  1, 2008.
UNS  Ele ctric doe s  not ha ve  the  luxury of wa iting until 2010 for non-fue l cos t
recovery for an a sse t tha t would increase  the  Company's  te s t-yea r OCRB by 43%
and require s  financing tha t would increase  the  Company's  te s t yea r capita liza tion
by a pproxima te ly 50%. The  Commis s ion 's  re gula tions  a llow for pro  forma
adjus tments  when appropria te . The  Company be lieves  tha t such an adjus tment is
appropria te  in this  s itua tion.

1 2

1 3

1 4

Us ed and us e fu l princ ipa l.
Upon re ce ipt of the  comple tion re port of BMGS , the  Commis s ion will confirm
tha t the  asse t is  used and use ful. No one  disputes  tha t the  plant will se rve e xis ting
customers  once  in commercia l opera tion, s ta rting June  1, 2008. The  proposed ra te
re cla ss ifica tion will not occur until the  Commiss ion re vie ws  this  re port.

1 5

1 6
Rela ted  pa rty trans ac tion .
UNS  Ele ctric  ha s  committe d  to  a cquiring BMGS a t cos t from UEDC. UNS
Electric is  open to a  full a  prudence  review of those  costs  in the  next ra te  case .

1 7

1 8

1 9

20

2 1

Pre -de te rmina tion  of prudence .
The  only "pre -de te rmina tion" be ing sought by UNS Electric is  tha t the  a cquis ition
of BMGS  is  in  the  pub lic  in te re s t. The  fina ncia l a nd ope ra ting be ne fits  a re
summarized in this  te s timony and a re  fully addressed in my Direct Tes timony and
in Mr. De Concini's  Dire ct Te s timony. The  Commiss ion ma inta ins  its  a uthority to
review construction costs in its  next ra te  case .129

The  bottom line  is  tha t UNS  Ele ctric will own BMGS if the  Commiss ion a pprove s : (1) its

22 proposal to ra te  base BMGS a t $60 million, (2) its  propose d ra te  re cla s s ifica tion tha t will a dd $10

23 million to the  non-fue l re ve nue  re quire me nt pe r ye a r moving 0.6 ce nts  pe r kph from the  ba s e

24 powe r supply cha rge  to the  ba se  de live ry cha rge , a nd (3) the  re que s te d fina ncing a uthority for

25 BMGS b Tha t owne rship will provide  numerous  ope ra tiona l and financia l bene fits  to UNS Electric

26 over the  long-tenn as  the  uncontroverted evidence  in the  record shows.

27
129 UNSE-9 (Larson Rebuttal) at 10-12.
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VIII. RENEWABLE ENERGY STANDARD/ENVIRONMENTAL PORTFOLIO
STANDARD ISSUES.

3
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7
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The  Compa ny file d its  Applica tion for Approva l of UNS  Ele ctric's  RES  Imple me nta tion

P la n a nd As s ocia te d Ta riff on Octobe r 12, 2007. S e e  Docke t No. E-04204-07-0593. Tha t

applica tion reques ts  cla rifica tion tha t - upon approva l of its  applica tion - UNS Electric be  re lea sed

from a ny a nd  a ll ob liga tions  unde r A.A.C. R14-2-1618 tha t is  the  Enviromne nta l P ortfo lio

Standard ("EPS"). Tha t applica tion a lso sought cla rifica tion on how to use  EPS funds  and whe ther

thos e  funds  ca n be  us e d towa rd RES  progra m e xpe ns e s . The  Compa ny ma inta ins  tha t is s ue s

invo lving  the  EP S  a nd  RES T, inc lud ing  its  Environme nta lly Frie nd ly P ortfo lio  S urcha rge

("EFP S ") a re  be tte r a ddre s se d in UNS  Ele ctric's  RES  Ta riff docke t. S ta ff a ppe a rs  to a gre e .130

Furthe r, the  Compa ny will be  re quire d to file  a nnua l Complia nce  Re ports  (e ve ry April 1S t) a nd

Implementa tion P lans  (eve ry July INC) A.A.C. R14-2-1812 a nd -1813. It is  e xpe cte d tha t the

Compa ny's  RES  Ta riff Docke t will a lso de te rmine  the  e ffe ctive  da te  a nd re se t da te  for the  RES

adjustor charge .

13

14
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16
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IX. OTHER ISSUES.

Life-Support Notification.

18

19

20

2 1

22

23

24

A .

Mr. Ma grude r ha s  a s s e rte d  tha t for cus tome rs  who utilize  life -s upport e quipme nt in  the ir

home s , the  Compa ny s hou ld  be  re s pons ib le  fo r p rovid ing  the  na me s  a nd  a ddre s s e s  o f thos e

cus tome rs  to  e me rge ncy re s pons e  a ge nc ie s . The  Compa ny is  not in  fa vor of s ha ring cus tome r-

s pe c ific  in forma tion  with  th ird  pa rtie s . Eve n  if the  Compa ny could  s ha re  s uch  informa tion , the

Compa ny ca nnot re lia b ly tra ck whe re  the s e  s pe c ific  cus tome rs  a re  loca te d  on  the  s ys te m.131

Ins te a d, the  Compa ny utilize s  its  outa ge  s ta tus  re cordings  to  inform a ll cus tome rs  re ga rding the

s ta tus  of s ys te m outa ge s , the re by a llowing cus tome rs  to ma ke  informe d de cis ions  re ga rding the ir

unique , s pe c ific  ne e ds . Bu t the  Compa ny c a nno t know whe the r e ve ry s pe c ific  c us tome r ha s

s uffic ie nt ba ckup s upply for a  1-hour ve rs us  a  4-hour outa ge . As  Mr. P igna te lli s ta te d during the25

26

27 130 See S-63 (Anderson Direct) at 19-20.
131 Ex. UNSE-22 (Ferry Rej binder) at 6.
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1 he a ring, UNS  Ele c tric  is  ha ppy to work with the  a ppropria te  a ge ncie s  on this  ve ry importa nt

issue.'322

3 B. Citizens' Obligations and Projects.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

As  s ugge s te d by J udge  Wolfe  during the  he a ring, UNS  Ele ctric conta cte d Mr. Ma grude r

and scheduled a  meeting to discuss  his  concerns  regarding the  Citizens  Se ttlement Agreement and

ce rta in re lia bility is s ue s . UNS  Ele ctric Vice  P re s ide nt a nd Ge ne ra l Ma na ge r, Mr. Thoma s  Fe rry,

me t with Mr. Ma grude r on Octobe r 16, 2007, in Tucs on. While  UNS  Ele ctric  doe s  not be lie ve

tha t it ha s  viola ted or neglected any te rms  of tha t agreement, UNS Electric continues  to work with

Mr. Magruder to addres s  his  concerns .

UNS  Ele ctric brie fly a ddre s s e s  two a lle ga tions  Mr. Ma grude r ma ke s  in his  Ope ning Brie f.

Firs t, Mr. Ma grude r s ta te s  tha t "[e ]ve n though Mr. P igna te lli s a id s e ve n s chola rs hips  ha ve  be e n

a wa rde d, my S chool Boa rd conta cts  in S a nta  Cruz County s ta te NO NE ha ve  be e n a wa rde d in

complia nce  with this  a gre e me nt."l33 Mr. Ma grude r's  a s s e rtion ha s  not be e n s upporte d by a ny

re lia ble  e vide nce  pre s e nte d be fore  the  c los e  of the  e vide ntia ry he a ring on Octobe r 2, 2007.

Re ga rdle s s , Mr. P igna te lli wa s  corre ct: UNS  Ele ctric ha s , in fa ct, a wa rde d s e ve n s chola rs hips  to

Noga le s  High S chool s tude nts  from 1999 to 2003 through the  Noga le s  Educa tiona l Founda tion.

And, a s  Mr. P igna te lli s ta te d a t the  he a ring, UNS  Ele ctric will provide  a dditiona l s chola rs hips  if

tha t was  the  agreement.l34 Eve n though a dditiona l s chola rs hips  we re  not a gre e d upon, UNS

Ele ctric  ha s  none the le s s  committe d to fund a dditiona l s chola rs hips  not only for Noga le s  High

School s tudents , but a lso for Rio Rico High School s tudents , over the  next four years .

Second, Mr. Magrude r s ta te s , a t page  20, lines  17-24 of his  Opening Brie f, tha t 20 above -

ground pole  re pla ce me nt proje cts , a nd 12 unde rground ca ble  re pla ce me nt proje cts , we re  not

comple ted a s  s cheduled. Aga in, Mr. Magrude r pre s ented no evidence  to this  point, othe r than his

uns ubs tantia ted and uncorrobora ted s ta tements . He  furthe r cite s  to no agreement tha t s pecifica lly

requires  comple tion of s pecific pole  replacements  tha t Mr. Magruder a lleges  need to be  done . The

26

27
132 Tr. (Pignatelli) at 71-72.
133 Magruder Opening Brief at page 19, lines 10-12.
134 Tr. (Pignatelli) at 55 .
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1

2

3

4

5

6

7

se ttle me nt a gre e me nt a pprove d in De cis ion No. 61793 (June  29, 1999) be twe e n UNS  Ele ctric's

predecessor and the  City of Noga les  conta ins  no provis ion concerning pole  replacements .135 The

Company, in fact, developed a  target of replacement prob ects, those prob eats were a lso researched

and enginee red in de ta il. Those  facilitie s  in need of replacement were  replaced. UNS Electric has

made  numerous , s ignificant re liability improvements  in Santa  Cruz County. S ta ff agrees  tha t UNS

Ele ctric is  supplying cus tome rs  with re lia ble  se rvice  a nd tha t its  ca pita l cons truction progra m wa s

comme ns ura te  with a  ra pidly growing s e rvice  te rritory.136 No pa rty s upports  Mr. Ma grude r's

unfounded assertions on this  issue .8

9 c. Payday Loan Businesses.

10

11

12

13

14

Mr. Ma grude r re que s ts  tha t the  Compa ny ce a s e  us ing "pre da tory" loa n compa nie s  a s

billing a ge nts  to a cce pt ca sh pa yme nts  from its  cus tome rs . The  Compa ny e nde a vors  to provide

convenient payment loca tion options  for a ll of its  cus tomers , and the  Company be lieves  tha t many

cus tome rs  like  ha ving this  option a va ila ble  to the m. UNS  Ele ctric continue s  to work, howe ve r,

toward providing other loca tions where  pay sta tions can be  established.l37

15 x . CO NCLUS IO N

16

17

UNS  Ele ctric  re s pe ctfully re que s ts  tha t the  Commis s ion is s ue  a  fina l orde r gra nting it re lie f

a s  s e t forth  in  is  In itia l P os t-He a ring  Brie f UNS  Ele c tric  ha s  a tta che d propos e d  findings  of fa c t,

18

19

20

21

22

23

24

25

26

27

135 Mr. Magruder's  discussion of pole  replacements spans from pages 30 through 35 of his  Supplementa l
Direct Testimony (admitted a s  Exhibit No . M-23). He cite s  to no orde r specifica lly requiring approva l
of the prob ects he lists, nor is there  any evidence provided justifying his a lleged claim that these projects
had to be  comple ted. Ne ithe r Decis ion No. 61793 (June  29, 1999) nor Decis ion No. 62011 (November
2, 1999) required replacement of the  20 specific projects  he  a lleges  need to be  replaced. Furthe r, Mr.
Magruder makes vague reference  to a  Citizens Supplementa l P lan that was never a ttached to any of his
testimonies. The  Com pa ny a s s um e s  he  is  re fe rring to a  Ma y 7, 1999, pla n tha t a llude s  to  pole
re pla ce me nts  - which the  Compa ny a tta che d a s  pa rt of its  Fe brua ry 9, 2004 filing in Docke t No. E-
l032A-99-040l conce rning s e rvice  qua lity is s ue s  in S a nta  Cruz County. Ye t,  the  Ma y 7 ,  1999
supple me nta l pla n wa s  not e ve n me ntione d, le t a lone  re quire d, pe r De cis ion Nos . 61793 or 62011.
Furthe r, Mr. Ma grude r cite s  to no de cis ion tha t a pprove d the  pla n. In short, the  Compa ny ha d the
discre tion to de te rmine  which, if a ny, pole  re pla ce me nts  we re  ne e de d give n the  circumsta nce s  tha t
e xis te d a t tha t time . Fina lly, the  Commiss ion de te rmine d in De cis ion No. 67151 (Augus t 3, 2004)
addre ssed dis tribution re liability recommenda tions . P ole  re pla ce me nts  we re  not me ntione d in tha t
decision, a lthough nine recommendations were  approved by the  Commission.

136 Ex. S -55 (Ta ylor Dire ct) a t 6-7. Mr. Ta ylor's  Dire ct Te s timony wa s  a dopte d by S ta ff witne ss  P re m
Ba hl.

137 Tr. (Ferry) at 517.
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1

2

3

4

conclus ions  of la w a nd orde ring pa ra gra phs  a s  Atta chme nt "A" to this  Re ply Brie f tha t would

provide  the  Company the  re lie f it is  seeking in this  case .

RESPECTFULLY SUBMITTED this  19th day of November 2007 .

UNS  Ele ctric, Inc.

B y
Micha e l W. Pa tte n
Jason D. Ge llman
ROS HKA DEWULF & P ATTEN, P LC.
One  Arizona  Cente r
400 East Van Buren Stree t, Suite  800
Phoe nix, Arizona  85004

\ 4

5

6

7

8

9

10

11

a nd

12

Raymond S . Heyrnan
Miche lle  Live ngood
UniSource  Energy Services
One  South Church Avenue
Tucson, Arizona  8570213

14 Attorne ys  for UNS  Ele ctric, Inc.

Origina l and thirteen copies  of the  foregoing
filed this  19:11 day of November 2007, with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

15

16

17

18

19

20

2 1

22

Copy of the  foregoing hand-de live red/mailed
this 19th day of November 2007, to :

Cha irman Mike  Glea son
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

23

24

Commis s ione r Willia m A. Munde ll
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

25

26

27
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6
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12

13

14

Maureen A. Scott, Esq.
Ke vin Torre y, Esq.
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
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15

16

17

Erne s t J ohnson, Esq.
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18
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20

Da nie l P oze fs ky, Es q.
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P. O. Box 53999, S ta tion 8695
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ATTACHMENT
"A 7

1

2

3

Having considered the  entire  record he re in and be ing fully advised in the  premises , the  Arizona

Corpora tion Commiss ion ("Commiss ion") finds , concludes , and orde rs  tha t:

4 FINDING S  O F FACT

5

6

7

8

9

10 3.

4 .11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1. UNS  Ele c tric  is  a  public  s e rvice  corpora tion e nga ge d in  furnis hing e le c tric ity in  the

S ta te  of Arizona . UNS  Ele ctric  provide s  re ta il e le ctric  s e rvice  to cus tome rs  in Moha ve  County a nd

S a nta  Cruz County.

2. On De ce mbe r 15 , 2006, UNS  Ele c tric  tile d  with  the  Commis s ion  a n  a pplica tion  for

a n incre a s e  in ra te s  a nd a pprova l of fina ncing.

On J a nua ry ll, 2007, UNS  Ele ctric  file d a  s upple me nt to its  a pplica tion.

On  J a n u a ry 1 2 ,  2 0 0 7 ,  th e  C o m m is s io n 's  Utilitie s  Divis io n  S ta ff file d  a  Le tte r o f

S u ffic ie n c y,  n o tifyin g  th e  C o m p a n y th a t its  a p p lic a tio n ,  a s  s u p p le m e n te d  b y th e  a d d itio n a l

in fo rm a tio n  file d  o n  J a n u a ry ll,  2 0 0 7 ,  m e t th e  s u ffic ie n c y re q u ire m e n ts  a n d  c la s s ifyin g  UNS

Ele ctric  a s  a  Cla s s  A utility.

5. O n  J a n u a ry 2 4 ,  2 0 0 7 ,  S ta ff file d  a  R e q u e s t  fo r P ro c e d u ra l O rd e r,  in  wh ic h  it

re que s te d a  he a ring da te  of S e pte mbe r 10, 2007, a nd a s s ocia te d proce dura l de a dline s .

6. By P roce dura l Orde r da te d Fe brua ry l, 2007, proce dura l time fra me s  we re  e s ta blis he d

a nd a  he a ring wa s  s che dule d to comme nce  on S e pte mbe r 10, 2007.

Inte rve ntion wa s  gra nte d to RUCO a nd Mr. Ma grude r.

UNS  E le c tric  file d  Dire c t Te s tim o n y with  its  a p p lic a tio n  o n  De c e m b e r 1 5 ,  2 0 0 6 .

P urs ua nt to  P roce dura l Orde r da te d  J a nua ry 12 , 2007, Dire c t Te s timony wa s  file d  on  J une  28 ,

2007  by S ta ff,  RUCO a nd  Mr.  Ma grude r.  Ra te  De s ign  Dire c t Te s timony wa s  file d  on  J u ly 12 ,

2007 by S ta ff, RUCO a nd Mr. Ma grude r.

9 . UNS  E le c tric  file d  Re bu tta l Te s timony on  Augus t 14 ,  2007 . S ta ff,  RUCO a nd  Mr.

Ma g ru d e r file d  S u rre b u tta l Te s tim o n y o n  Au g u s t 2 4 ,  2 0 0 7 . UNS  E le c tric  file d  R e jo in d e r

Te s timony on Augus t 3 l, 2007.26

27
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10. The  e vide ntia ry he a ring comme nce d a s  s che dule d on S e pte mbe r 10, 2007, a t the

Commiss ion's  office s  in Phoe nix, a nd a dditiona l he a ring da ys  we re  he ld on Se pte mbe r ll, 12, 13,

14, 20, 21 and October 2, 2007.

l l . The  Compa ny file d Fina l S che dule s  on Octobe r ll, 2007. S ta ff file d Fina l S che dule s

on October 16, 2007. RUCO filed Fina l Schedules  on October 17, 2007.

12. In itia l P o s t-He a rin g  Brie fs  we re  file d  b y UNS  E le c tric ,  S ta ff,  RUCO a n d  Mr.

Magrude r on November 5, 2007. All Pa rtie s  filed Reply Brie fs  on November 19, 2007.

13. According to the  Company's  applica tion, a s  modified, in the  te s t yea r ended June  30,

2006, UNS Electric had adjus ted ope ra ting income  of $8,770,016, on an adjus ted Fa ir Va lue  Ra te

Base  of $177,847,579 for a  4.93 percent ra te  ofre tum.

14. In  its  a pplica tion , a s  modifie d , the  Compa ny re que s te d  a  re ve nue  incre a s e  of

$8,468,638. S ta ff recommends  a  revenue  increase  of $3,646,946 RUCO recommends  a  revenue

increa se  of $1,l89,270.

15. For purposes  of this  proceeding, we  de te rmine  tha t UNS Electric has  an Origina l Cost

Rate  Base  0f$141,036,562 and a  Fa ir Value  Rate  Base  0f$177,847,579.

16. Th e  a llo wa n ce  o f Co n s tru c tio n  Wo rk in  P ro g re s s  ("CWIP ") in  ra te  b a s e  is  a

regula tory tool ava ilable  to the  Commiss ion to address  high growth and re la ted regula tory lag and

to  pro te ct a  u tility's  fina ncia l in te grity. Allowing  CWIP  in  ra te  ba s e  ca n  p ro te c t a  u tility's

financia l integrity and preserve  access  to capita l on reasonable  te rns .

17. Allowing a pproxima te ly $10.8 million in ra te  ba s e  for UNS  Ele ctric will a dd $2.1

million a nnua lly in re ve nue s  to the  Compa ny tha t will improve  the  Compa ny's  ca s h flow a nd

a llow it to prote ct its  fina ncia l inte grity. P rote cting a  utility's  fina ncia l inte grity is  the  de te rmining

factor to decide  whe the r CWIP  should be  a llowed in ra te  ba se . Moreove r, the  ma jority of projects

we re  in-se rvice  a s  of June  30, 2007. Furthe r, ove r ha lf of the  CWIP  is  for proje cts  tha t a re  non-

revenue  producing and non-expense  reducing. Because  the  specific facts  and circumstances in this

ca se  support UNS  Ele ctric's  ne e d for such re lie f, UNS  Ele ctric is  e ntitle d to include  $10,761,154

27
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1 of CWIP in ra te  base .

2

3

4

18. In light of the  short-te nn na ture  of the  cons truction proje cts  include d in the  te s t-ye a r

ba la nce  of CWIP , it is  a ppropria te  for UNS  Ele ctric to continue  a ccruing AFUDC on a ll e ligible

construction prob ects  with no offse t required for the  ba lance  of CWIP included in ra te  base .

5 19. UNS  Ele c tric 's  de pre c ia tion  s tudy, s ubmitte d  a s  pa rt o f Exh ib it UNS E-32 , a s

6

7

8

9

1 0

11

a me nde d by S ta ffs  a djus tme nt to corre ct a n ina dve rte nt omis s ion to include  a  10 pe rce nt ne t

sa lvage  ra te  for UNS Electric transporta tion equipment, is  reasonable  and adopted here in.

20. Cost of capita l is  a  function of the  risk to which the  capita l is  exposed.

21. A we ighted ave rage  cos t of capita l of 9.89 pe rcent is  reasonable , based on an 11.80

percent re turn on equity, 8.22 pe rcent cos t of long-te rm debt, 6.36 pe rcent cos t of short-tenn debt,

and a  capita l s tructure  cons is ting of 48.85 pe rcent common equity, 47.18 pe rcent long-te rm debt,

1 2 and 3.97 percent short-term debt.

22.1 3 An authorized re turn on equity for UNS Electric equa ling 11.80 pe rcent is  reasonable

1 4

1 5

1 6

1 7

1 8

1 9

20

a nd is  ba s e d on the  Compa ny's  cos t of common e quity. UNS  Ele ctric is  de cide dly ris kie r tha n

othe r e le ctric utility dis tribution compa nie s  me ntione d on the  re cord a nd the  holding compa nie s

used in the  comparable  company groups used by the  witnesses  to es timate  cost of common equity.

The  evidence  in the  record is  tha t UNS Electric has  a  specula tive -grade  credit ra ting and a  lack of

common divide nd pa yme nt. UNS  Ele ctric a lso ha s  a ll of its  long-te nn de bt ma turing in Augus t of

2008, a nd fa ce s  the  ne e d to re pla ce  its  e ntire  powe r supply portfolio upon te rmina tion of its  full

requirements  power supply contract on May 31 , 2008.

2 1 23. An 11.80 pe rce nt re turn on e quity s hould a llow UNS  Ele ctric to a ttra ct ca pita l on

22

23

24

re a s ona ble  te rms , s hould e ns ure  confide nce  in the  fina ncia l s oundne s s  a nd inte grity of the

Compa ny, s hould be  a de qua te , unde r e fficie nt a nd e conomica l ma na ge me nt, to ma inta in a nd

support its  credit and enable  it to ra ise  the  money necessa ry for the  prope r discha rge  of its  public

duties .25

26 24. The  Arizona  Cons titution a nd Arizona  la w re quire  tha t fa ir va lue  mus t be  us e d to

27
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1 de te rmine  a  fa ir ra te  of re turn.

2

3

4

25. Sta ff' s  proposed method to de te rmine  a  fa ir va lue  ra te  of re turn using its  ze ro investor

s upplie d ca pita l me thodology doe s  not me e t the  le ga l re quire me nts  to de te nnine  a  fa ir ra te  of

re turn ba se d on Fa ir Va lue  Ra te  Ba se . Ass igning a  cos t ra te  va lue  of ze ro to the  a mount a bove

5 or the  amount S ta ff a rgued is  not supplied by inves tor funds  - does  not

6

Origina l Cos t Ra te  Ba s e  -

ta ke  into a ccount the  fa ir va lue  of the  Compa ny's  ra te  ba s e .

7 26. RUCO's  propos e d  me thod to  de te rmine  a  fa ir va lue  ra te  of re turn  through the

8 Comlniss ion's  previous  methodology a lso does  not mee t the  lega l requirements  to de te rmine  a  fa ir

ra te  of re turn based on Fair Value  Rate  Base .9

10

11

12

13

14

27. The  Compa ny's  proposa l to a pply 9.89 pe rce nt cos t of ca pita l to its  Fa ir Va lue  Ra te

Base  of $177,847,599 is  the  only lega lly-pe rmiss ible  approach put forth in this  ca se , a lthough the

Commis s ion is  not bound to tha t a pproa ch. This  would re s ult in a  re quire d ope ra ting income  of

$17,592,000, however, because  the  Company commits  to limiting its  required ra te  increase  request

to $8,468,639, we  will a pply a n ove ra ll ra te  of re turn on Fa ir Va lue  Ra te  Ba s e  tha t ta ke s  this

limita tion into account. Ra te  Base .15

16

17

28. Ba se d upon the  e vide nce  submitte d, the  Compa lly's  propose d a lloca tion of re ve nue

requirement across customer classes is  reasonable  and is adopted herein.

18 29. The  ra te s  for cus tome r cla s se s  should be  s e t ba se d on the  Compa ny's  ra te  de s ign

19

20

21

recommenda tion, with the  cus tomer cha rges  for each cla ss  e s tablished a t the  leve l recommended

by the  Compa ny a nd with Ene rgy a nd Ba s e  P owe r S upply cha rge s  a ls o ba s e d on the  re ve nue

requirement de te rmined here in.

22

23

24

25

26

30. Ma nda to ry TOU ra te s  fo r ne w a nd  moving  re s ide n tia l,  s ma ll ge ne ra l s e rvice

customers  and la rge  genera l se rvice  customers  with maximum demand less  than 1,000 kw, as  we ll

a s  ma nda tory TOU ra te s  for a ll la rge  ge ne ra l s e rvice  cus tome rs  with gre a te r tha n 1,000 kW

maximum demand is  re a sonable  a s  it will encourage  cus tomers  to reduce  load from the  sys tem's

Furthe r the  Compa ny's  p ropos e d  TOU pe riods  a rep e a k p e rio d s  a n d  is  a d o p te d  h e re in .
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1

2

3

4

a ppropria te ly de s igne d a nd a re  a lso a dopte d he re in. The se  TOU pe riods  a re : S umme r On-pe a k

from 2:00 p.m. to 6:00 p.m., S umme r S houlde r from Noon to 2:00 p.m. a nd from 6:00 p.m. to

8:00 p.m., S umme r Off-pe a k from 8:00 p.m. to Noon, Winte r On-pe a k loom 6:00 a .m. to 10:00

a .m. and from 5:00 p.m. to 9:00 p.m., and Winte r Off-Peak from 10:00 a .m. to 5:00 p.m. and from

5 9:00 p.m. to 6:00 a .m.

31. The6 Co mp a n y's  p ro p o s e d  in ve rte d -b lo ck (in c lin in g  b lo ck) ra te  s tru c tu re  fo r

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

res identia l and small genera l se rvice  customers  will encourage  conserva tion and is  adopted here in.

32. The  Compa ny's  propos a l to cons olida te  ra te s  for Moha ve  a nd S a nta  Cruz County

customers is  appropria te  because  the  systems are  opera ting as one  entity, therefore , the  Company's

proposa l as  supported by RUCO is  adopted here in.

33. The  Company's  purchase  power a lloca tion of 50 pe rcent ave rage  and peaks  and 50

pe rce nt e ne rgy prope rly a ccounts  for the  influe nce  of loa d fa ctor a nd is  a dopte d he re in. But

be ca us e  the  s ys te m loa d fa ctor for UNS  Ele ctric is  lowe r tha n TEP , us ing a  purcha s e d powe r

a lloca tion for UNS  Ele ctric with a  high pe rce nta ge  of e ne rgy is  re a s ona ble . The re fore , we  will

orde r UNS  Ele ctric to use  a  purcha se d powe r a lloca tion cons is ting of 60 pe rce nt e ne rgy a nd 40

percent demand (average and peaks) for its  next general ra te  case.

34. For re s ide ntia l cus tome rs , the  monthly cus tome r cha rge  s hould be  incre a s e d from

$6.50 to $7.70, with a  non-TOU e ne rgy cha rge  for the  firs t 400 kph of $0.013012 a nd a n e ne rgy

cha rge  for a ll a dditiona l kWhs  of $0.023012, a nd a  re s ide ntia l ba s e  powe r s upply cha rge  of

$0.07377l. For TOU ra te s , the  following ene rgy ra te s  should be : a  summer on-peak of $0.08796l ,

a  s umme r s hou lde r o f $0 .07758 l,  a  s umme r o ff-pe a k o f $0 .07296 l,  a  win te r on -pe a k o f

22 $0.076651, and a  winter off-peak of $0.061651 .

35.23 The  Colnpany's  proposa l to change  the  CARES discounts  to se t monthly amounts  of

24 $8.00 for CARES  cus tome rs  a nd $10.00 for Me dica l-CARES  cus tome rs  e ns ure s  tha t the s e

25 cus tome rs  re ce ive  the  ma ximum discount a va ila ble  to the m a nd de couple s  usa ge  firm re ce ipt of

26 the  discount, is  reasonable  and is  adopted herein.
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36. E s ta b lis h in g  a  s e p a ra te  DS M Ad ju s to r Me c h a n is m fo r UNS  E le c tric  in  th is

proceeding is  reasonable  and is  adopted he re in. All DSM cos ts  will now be  recove red through this

DS M Adjus tor Me cha nis m a nd not through ba s e  ra te s . The  initia l DS M Adjus tor Ra te  will be

$8.000583 pe r kph a nd will re ma in in e ffe ct until June  l, 2009. This  re fle cts  100 pe rce nt of UNS

Ele ctric's  LIW Progra m a nd 25 pe rce nt of its  othe r DSM progra ms . In a ddition, it is  re a sona ble  to

re quire  UNS  Ele ctric to file  s e mi-a nnua l re ports  for the  DS M progra ms , for UNS  Ele ctric to ma ke

its  DS M Adjus tor filing on April l of e a ch ye a r (s ta rting in 2009), for a n a nnua l a djus tme nt of

UNS  Ele ctric 's  DS M Adjus tor on J une  l (s ta rting in 2009). Full re vie w of UNS  Ele ctric 's  DS M

9

1 0

Progra m Portfolio will ta ke  pla ce  in a  se pa ra te  docke t (Docke t No. E-04204A-07-0365, file d June

13, 2007).

37. UNS1 1

1 2 cus tome rs ' bills  a re  cons ide re d pa s t due

E le c tric 's  p ro p o s e d  ch a n g e  in  Billin g  Te rn s  to  h a ve  1 0  d a ys  b e fo re  a

a long  with  a n  a dditiona l 15  da ys  be fore  a  b ill is

is  a  re a s ona ble  modifica tion tha t ma ke s  UNS  Ele ctric 's  billing te rms1 3 cons ide red de linquent

1 4

1 5

1 6

1 7

1 8

cons is tent with those  for UNS Gas , avoids  confus ion for cus tomers  se rved by both UNS Gas  and

UNS Ele ctric, a nd is  more  le nie nt to the  cus tome r tha n wha t the  Commiss ion's  rule s  a llow a nd is

a dopte d he re in. Unde r the  Compa ny's  Billing Te rms , cus tome rs  will ha ve  25 tota l da ys  be fore  a

bill is  cons ide re d de linque nt a nd be fore  a  la te  cha rge  is  re nde re d. Furthe r, te nnina tion of se rvice

then cannot occur until an additiona l five  days  e lapse  and only a fte r notice  of te rmina tion is  given.

1 9 38. The  Colnpany's  se rvice  line  extens ion proposa l - to reduce  the  se rvice  line  extens ion

20 a llowa nce  by 50 fe e t a nd e limina ting the  fre e  a llowa nce  for a  ca n'yove r pole is  a  rea sonable

21

22

23

means of increasing the  new customer contributions and is  adopted here in.

39. The  Company's  Se rvice  Connection Contribution is  an additiona l fee  to be  accounted

for a s  a  non-re funda ble  contribution in a id of cons truction to offs e t cons truction cos ts  for ne w

electric se rvice  connections . A $250 Service  Connection Contribution for each new e lectric se rvice24

25

26

conne ction will re duce  the  future  ra te  burde n on e xis ting cus tome rs  due  to sys te m growth a nd is

a dopte d he re in . We  be lie ve , howe ve r, tha t wa iving the  S e rvice  Conne ction Contribution is

27
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1 a ppropria te  for thos e  cus tome rs  tha t build to UNS  Ele ctric 's  Ene rgy S ma rt Home s  e fficie ncy

standards.2

3 40. The  e xis ting  P urcha s e d  P owe r a nd  Fue l Adjus to r Cla us e  ("P P FAC") fo r UNS

4

5

Ele ctric is  not de s igne d to a ddre s s  fe e l a nd purcha s e d powe r cos ts  once  UNS  Ele ctric 's  full

re quire me nts  powe r supply contra ct with P inna cle  We s t Ca pita l Corpora tion e xpire s  on Ma y 31,

2008.6

7

8

9

10

11

12

13

41. The  forwa rd-looking or pros pe ctive  P P FAC .- a s  initia lly propos e d by S ta ff a nd

endorsed by the  Company - is  the  adjus tor mechanism tha t will bes t ensure  time ly recovery of fue l

a nd purcha s e d powe r cos ts . This  ne w P P FAC will be  more  re s pons ive  to cha nge s  in fue l a nd

purchased power costs  than the  exis ting PPFAC.

42. The  ne w P P FAC will ta ke  e ffe ct J une  l, 2008, in a ccorda nce  with the  proce dure s

described in this  Decis ion. The  Forward Component and True-Up Component for the  PPFAC Year

will be  de te rmine d in a ccorda nce  with the  proce dure s  de s cribe d in this  De cis ion. Any ove r-

14 collection in the  exis ting PPFAC bank ba lance  will be  addressed through the  True-Up Component.

15 43. The  ne w P P FAC will not -.- a t this  time conta in a  sha ring mechanism or a  cap, for

16 the reasons described herein.

17 44. The  ba s e  powe r s upply compone nt for e a ch cla s s  of cus tome rs  propos e d by the

18

19

Compa ny in its  Re butta l Te s timony is  re a sona ble  a nd a ppropria te . The  initia l ba se  powe r supply

compone nt for re s ide ntia l cus tome rs , for e xa mple , of 80.073771 pe r kph is  re a s ona ble  a nd

20

21

22

23

24

45. The  re cove ra ble  cos ts  th rough the  P P FAC will include  Othe r Allowa ble  Cos ts

ide ntifie d by the  Compa ny in its  propose d P la n of Adminis tra tion, including cre dit cos ts , broke rs

fees and legal fees directly associa ted with the  procurement of fue l and purchased power.

46. The  ne w PPFAC a s  propose d by S ta ff a nd e ndorse d by UNS Ele ctric is  a dopte d a s

25 described here in.

26 47. Bla ck Mounta in Ge ne ra tion S ta tion ("BMGS ") will provide  fina ncia l a nd ope ra tiona l
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1

2

3

4

5

be ne fits  to UNS  Ele ctric a nd its  cus tome rs  if the  Compa ny owns  the  ge ne ra tion fa cility. Owning

BMGS  will like ly re s ult in lowe r long-te rm cos ts  due  to the  a ccumula te d e ffe cts  of de pre cia tion

expense  and deferred income taxes , thereby reducing the  Company's  revenue  requirement re la tive

to a  purcha s e  powe r contra ct or long-te nn le a s e  a gre e me nt. BMGS  a ls o will provide  e nha nce d

re lia bility be ne fits , a s  we ll a s  fle xibility of dispa tch, ope ra tiona l control a nd a  ge ne ra ting re source

close  to its  load center.6

7 48. UNS  Ele ctric's  re que s t for a  pos t-te s t-ye a r a djus tme nt of $60 million to ra te  ba s e

8 BMGS and for the  re la ted ra te  reclass ifica tion is  reasonable .

9 49. The  ra te  re cla s s ifica tion re s ulting from the  pos t te s t ye a r a djus tme nt to ra te  ba s e

1 0

11

1 2

13

re la ted to BMGS would subtract approxima te ly 0.6 cents  pe r kph from the  base  power supply ra te

_.- including fue l a nd purcha se d powe r - a nd a dd a pproxima te ly 0.6 ce nts  pe r kph into the  ba se

de live ry ra te . Specifica lly, the  ba se  power supply ra te  for re s identia l cus tomers  of $0.073711 pe r

kph would be come  $0.067245 pe r kph. The  e ne rgy cha rge  for the  firs t 400 kph would go from

1 4 $0.013056 to $0.019693 for re s identia l cha rges  - due  to the  change  in the  base  de live ry ra te . The

1 5

1 6

1 7

energy charge  for a ll additiona l kWhs would go from 30.023056 to $0.029693 .

50. The  BMGS  ra te  ba se  a djus tme nt a nd the  re la te d ra te  re cla s s ifica tion will not occur

until UNS  Ele ctric s hows  BMGS  to be  in comme rcia l ope ra tion. The  Compa ny will ma ke  a  filing

1 8 upon proje ct comple tion a nd 30 da ys  be fore  imple me nting its

1 9

a  proje ct comple tion re port

re que s te d ra te  re cla s s ifica tion tre a tme nt. In  no  e ve n t will the  ra te  ba s e  a d jus tme nt o r ra te

20

21

22

23

reclassifica tion take  place  before  June  1, 2008.

51. Th e  Co mp a n y co mmitme n t to  limit th e  p u rch a s e  p rice  to  th e  a c tu a l co s t o f

cons truction tha t UniSource  Ene rgy De ve lopme nt Corpora tion incurs  is  re a sona ble . If the  a ctua l

costs  exceed $60 million, then those  additiona l costs  will be  the  subject of the  next ra te  case .

24 52. The  recommenda tion to a llow S ta ff and othe r pa rtie s  will have  the  right to review and

25 evaluate  the  prudence  of the  construction costs  for BMGS in the  next ra te  case  is  reasonable .

26 53. In orde r to  a cquire  BMGS , UNS  Ele ctric a ls o s e e ks  a uthority to  is s ue  up to $40
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1

2

3

4

million in new debt securitie s  in addition to any indebtedness  a ris ing out of transactions  approved

in Decis ion No. 69395 (March 22, 2007). The  Company furthe r des ires  authority to issue  up to $40

million in  e ithe r long-te nn de bt a nd/or s hort- to  in te rme dia te -te rm de bt with  the  a uthority to

re fina nce  a ny s hort- or inte rme dia te -te mi de bt into long-te nn de bt whe n the  Compa ny be lie ve s

marke t conditions  a re  favorable  to do so.5

6 54.

7

In connection with any debt is suance , UNS Electric seeks  authority to grant a  lien on

including the  prope rtie s  acquired with the  proceeds  of this  financing

8

some  or a ll of its  prope rtie s  -

a s  we ll a s  propertie s  acquired a fte r the  da te  the  lien is  granted - to secure  its  obliga tions  under the

9

10

11

12

debt for which authoriza tion is  sought and to secure  any othe r obliga tions  of UNS Electric exis ting

a t the  time such lien is  granted which need to be  secured if such lien is  granted.

55. The  Compa ny a lso s e e ks  a uthority to re ce ive  up to $40 million in a dditiona l e quity,

in  conne ction  with  the  propos e d a cquis ition  of BMGS , to  a llow the  Compa ny to  ma inta in  a

13

14

15

balanced capita l s tructure .

56. S ta ff re comme nds  a pproving UNS  Ele ctric's  re que s t for a pprova l of fina ncing in its

ra te  a pplica tion with the  following conditions l

16

17

18

19

20

21

22 57.

Tha t UNS  E le c tric  file  a  re po rt with  Docke t Con tro l de mons tra ting  tha t the

Compa ny ha d a  DSC a nd a  TIER ra tio e qua l to or gre a te r tha n 1.0 within 60 da ys

from the  close  of each new debt financing under this  docke t.

Tha t UNS  Ele ctric  file  a  re port with  Docke t Contro l - with in  60  da ys  from the

close  of each financing package  - describing the  transaction and demonstra ting tha t

the  te rms a re  consis tent with those  genera lly ava ilable  to comparable  entities .

S ta ffs  conditions  for a pproving the  fina ncing re que s t a re  re a s ona ble  a nd we  will

23 adopt them.

24 CO NCLUS IO NS  O F  LAW

25 UNS  Ele c tric ,  Inc . is  a  pub lic  s e rvice  co rpora tion  with in  the  me a n ing  o f the

26 Arizona  Cons titution, Article  XV, a nd unde r A.R.S . Title  40, ge ne ra lly.

27
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9

1 0

11

1 2

The  Commiss ion has  jurisdiction ove r UNS Electric, Inc. and this  proceeding.

Notice  of the  proceeding has  been given in the  manner prescribed by law.

The  ra te s , cha rges , approva ls  and conditions  of se rvice  e s tablished he re in a re  jus t

and reasonable  and in the  public interest.

As  conditione d he re in, the  Compa ny's  re que s t for fina ncing of up to $40 million in

de bt a nd up to $40 million in e quity a pprove d he re in is  for la wful purpose s  within UNS  Ele ctric's

corpora te  P owe rs , is  compa tible  with the  public inte re s t, with sound fina ncia l pra ctice s  a nd with

the  prope r pe rforma nce  by UNS  Ele ctric of s e rvice  a s  a  public s e rvice  corpora tion, a nd will not

impa ir the  Compa ny's  a bility to provide  e le ctric se rvice .

The  fina ncing  a uthority a pprove d he re in  is  for the  purpos e s  a s  s ta te d  in  the

applica tion and a t the  hearing, is  reasonably necessa ry for those  purposes , and such purposes  a re

not, wholly or in part, reasonably chargeable  to opera ting expenses  or income.

13 ORDER

1 4

1 5

1 6

1 7

IT IS  THEREFORE ORDERED tha t UNS  Ele ctric, Inc. is  he re by a uthorize d a nd dire cte d

to file  with the  Commission, on or before  January 31, 2008, revised schedules  of ra tes  and charges

consis tent with the  discuss ion he re in and a  proof of revenues  showing tha t, based on the  adjus ted

test-year leve l of sa les , the  revised ra tes  will produce  no more  than the  authorized increase  in gross

1 8 revenues  .

1 9 IT IS  FURTHER ORDERED tha t the  re vis e d s che dule s  of ra te s  a nd cha rge s  s ha ll be

20

21

22

23

e ffective  for a ll se rvice  rendered on and a fte r February l, 2008.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric , Inc . s ha ll no tify its  cus tome rs  of the

revised schedules  of ra tes  and charges  authorized here in by means of an insert in its  next regula rly

sche dule d billing a nd by pos ting on its  we bs ite , in a  font a pprove d by the  Colnrnis s ion's  Utilitie s

Divis ion S ta ff.24

25

26

IT IS  FURTHER ORDERED adopting the  deprecia tion ra te s  a s  proposed by the  Company

in its  deprecia tion s tudy and incorpora ting the  correction from S ta ff

27
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1

2

IT IS  F UR THE R  O R DE R E D th a t  UNS  E le c tric ,  In c .  s h a ll u s e  a  p u rc h a s e d  p o we r

a lloca tion cons is ting of 60 pe rce nt e ne rgy a nd 40 pe rce nt de ma nd (a ve ra ge  a nd pe a ks ) for its  ne xt

genera l ra te  case .3

4

5

6

7

8

9

1 0

1 1

1 2

13

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

22

23

24

25

26

IT IS  FURTHER ORDERED e s ta blishing a  DSM Adjus tor Me cha nism a s  de scribe d in this

orde r, with a n initia l ra te  of $0.000583 pe r kph.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. s ha ll ma ke  its  DS M Adjus tor filing

by April 1s t of each year, s ta rting in 2009.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. s ha ll file  s e mi-a nnua l re ports  for its

DSM programs in accordance  with S ta ff' s  recommendations .

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. sha ll file , a s  a  complia nce  ite m in this

Docke t, the  fina l conformed P lan of Adminis tra tion for the  Purchased Power and Fue l Adjus tment

Clause  cons is tent with this  Decis ion, within 30 days  of this  Decis ion.

IT IS  FURTHER ORDERED tha t upon a cquis ition of Bla ck Mounta in Ge ne ra tion S ta tion,

UNS Ele ctric, Inc. sha ll ma ke  a  pos t-te s t-ye a r a djus tme nt to ra te  ba se  of $60 million a s  of June  l,

2008 or the  da te  on  which  Bla ck Mounta in  Ge ne ra tion  S ta tion  is  in  comme rcia l ope ra tion ,

whicheve r is  la te r.

IT IS  FURTHER ORDERED tha t upon a cquis ition of Bla ck Mounta in Ge ne ra tion S ta tion,

UNS Electric, Inc. sha ll reclass ify its  ra te s  by reducing base  power supply cha rge  by approximate ly

0.6 ce nts  pe r kph a nd incre a s ing the  ba s e  de live ry cha rge  by a pproxima te ly 0.6 ce nts  pe r kph,

depending on cus tomer cla ss , a s  of June  l, 2008 or the  da te  on which Black Mounta in Genera tion

Sta tion is  in commercia l ope ra tion, whicheve r is  la te r.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. s ha ll file  a  proje ct comple tion re port

30 days  before  ra te  basing Black Mounta in Genera tion Sta tion and making the  ra te  reclass ifica tion.

IT IS  FURTHER ORDERED tha t the  a cquis ition  cos t of Bla ck Mounta in  Ge ne ra tion

S ta tion  will be  limite d  to  the  a ctua l cos t of comple tion  to  UniS ource  Ene rgy De ve lopme nt

Compa ny, a nd tha t a ny cos ts  in e xce s s  of $60 million s ha ll be  s ubje ct to furthe r re vie w a nd
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considera tion in UNS Electric, Inc.'s  subsequent ra te  case .

IT IS  FURTHER ORDERED tha t S ta ff a nd othe r pa rtie s  will ha ve  the  right to re vie w a nd

eva lua te  the  prudence  of the  cons truction cos ts  of the  Black Mounta in Gene ra tion S ta tion in UNS

Electric, Inc.'s  subsequent ra te  case .

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. is  he re by a uthorize d to is s ue  up to

$40 million in e ithe r long-te rm de bt a nd/or s hort- to inte rme dia te -te nn de bt, for the  purpos e  of

a cquiring BMGS , a nd is  furthe r a uthorize d to re fina nce  a ny short- or inte rme dia te -te nn de bt into

long-te rm de bt, without furthe r orde r by the  Commis s ion, whe n the  Compa ny be lie ve s  ma rke t

conditions a re  favorable  to do so.9

1 0

11

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. is  he re by a uthorize d to re ce ive  a n

a dditiona l a mount of up to $40 million of e quity for the  purpos e  of a cquiring Bla ck Mounta in

1 2 Genera tion Sta tion.

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

IT IS  FURTHER ORDERED tha t UNS Ele ctric, Inc. is  he re by a uthorize d to gra nt a  lie n on

some  or a ll of its  prope rtie s  -- including the  prope rtie s  acquired with the  proceeds  of this  financing

and prope rtie s  acquired a fte r the  da te  of the  grant of the  lien - to secure  the  obliga tions  unde r the

de bt for which a uthoriza tion is  s ought a nd to s e cure  a ny othe r obliga tions  of UNS  Ele ctric, Inc.

exis ting a t the  time  such lien is  grant which need to be  secured if such lien is  granted.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. is  he re by a uthorize d to e nga ge  in

tra nsa ctions  a nd to e xe cute  or ca use  to be  e xe cute d a ny docume nts  or modifica tions  to e xis ting

transaction documents  necessary to e ffectua te  the  authoriza tions requested from UNS Electric, Inc.

in connection with the  financing of the  BMGS purchase .

IT IS  FURTHER ORDERED tha t UNS  Ele ctric , Inc. is  he re by a uthorize d to  e xe cute ,

de live r, and pe rform a ll contracts , agreements  and othe r ins truments  incidenta l to any or a ll of the

fina ncing s ought for Bla ck Mounta in Ge ne ra tion S ta tion or othe rwis e  de e me d by UNS  Ele ctric,

Inc. to be  necessary, desirable  or appropria te  in connection with this  financing request.
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IN WITNES S  WHEREOF, 1, DEAN s . MILLER,
Inte rim Executive Director o f the Arizona
Corporation Commission, have hereunto set my hand
and caused the official seal of the Commission to be
a ffixed a t the  Capitol, in the  City of Phoenix, this

day of , 2007.

1 IT IS  F UR THE R  O R DE R E D th a t UNS  E le c tric ,  In c .  file  a  re p o rt in  th is  Do c ke t

2 demonstra ting tha t the  Company had a  DSC and a  TIER ra tio grea te r than 1.0 within 60 days  from

3 the  close  of each new debt financing under this  Docket.

4 IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Inc. file  a  re port in this  Docke t, within 60

5 days  from the  close  of each financing package , describing the  transaction and demonstra ting tha t

6 the  te rms a re  consis tent with those  genera lly ava ilable  to comparable  entities .

7 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

8 BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.
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DEAN s . MILLER
INTERIM EXECUTIVE DIRECTOR
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